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Depreciation and Other Reserves.* 


By ALFRED KNIGHT, 
General Auditor of The Fleischmann Company. 


The truth in regard to affairs is sought by the accountant. In 
arriving at the truth, however, difficulties are often encountered 
through speculative elements which enter into the work. Depre- 
ciation or deterioration of assets is largely speculative, and as it 
deals with Capital Accounts, the subject is one of great impor- 
tance. It is a lamentable fact, however, that the principles of 
depreciation are little understood. 

To those who are engaged in enterprises in which capital out- 
lays are large, a knowledge of depreciation is essential for the 
purpose of developing correct and conservative statements of 
gains and losses and assets and liabilities from year to year; to 
those who are engaged in banking, an understanding of the 
subject is valuable when called upon to look into the statements 
of customers seeking loans. 

While there are perhaps no laws which compel.an undertak- 
ing to provide for depreciation before distributing profits, the 
question will doubtless be the subject of judicial opinion at some 
no distant date; and it may be ventured that a decision of this 
nature will stamp depreciation as a charge against profits. It is 
conceded that failure to realize the necessity for depreciation and 
to make adequate provision therefor has led to many cases of 


insolvency. 
* A paper read before the Cincinnati College of Finance, Commerce and Accounts. 
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Capital Accounts are charged with the cost of equipping an 

undertaking on a permanent basis, not with an idea of the assets 
being disposed of at a profit, but with a view to realizing trading 
profits through the medium of such assets. While every endeavor 
‘may be made to maintain the efficiency of the assets, there is 
|bound to be a deterioration in value through wear and tear, lapse 
\of time, supersession, and other causes, 
_ This is an age of marvelous development, and new inventions 
are constantly revolutionizing methods. Competition is keen, and 
the alert business man of the present day must take advantage of 
improvements in order to keep pace with his rivals in the struggle 
for commercial supremacy. The rapidity with which changes 
take place in the construction of mechanical devices becomes an 
important factor when considering the subject of depreciation. 

Objections are sometimes raised against making charges for 
depreciation, especially by those who are endeavoring to make a 
profitable showing and pay large dividends: The plea is com- 
monly offered that if maintenance is charged with all necessary 
repairs and a plant is kept in good operating condition, its cost 
value is effectively maintained. However, time is bound to 
develop the fallacy of this argument, as assets will eventually wear 
out, and if there is no provision made for this replacement, addi- 
tional capital must necessarily be expended. Should there be no 
surplus to draw upon, it becomes necessary to increase the issue 
of capital stock, borrow funds by means of a bond issue, or devote 
current earnings to purposes of replacement, the latter course 
interfering with the payment of dividends and perhaps creating 
dissatisfaction among the shareholders. 

There are, of course, instances where assets enhance in value, 
though this is seldom the case with anything but real estate. To 

\the manufacturer, appreciation in the value of real estate cannot 
\be of benefit unless the property is disposed of. Assets purchased 
‘and used for purpose of producing an income and not for pur- 
pose of sale should not, therefore, under circumstances other than 
sale, be subject to increase in value on the books. To those who 
consider this proposition unfair in view of the fact that the depre- 
ciation of property is to be considered, it may be pointed out that 
real estate and improvements thereon are just as liable to slumps 
in market value, the latter often being carried, from causes which 
may arise in a night, far below the original cost figures, 
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The cost of replacing a brick building erected ten years ago | 
would perhaps be 50 per cent. in excess of the original cost, | 
owing to the present high cost of material and labor. Existing | 
conditions in this respect may be altered at any time, however, 
and were the assets to be written up to conform to current values, 
it might prove necessary at a later period to reduce the figures. | 
It should be understood, therefore, that fluctuations in value 
should have no bearing whatever in dealing with fixed assets on 
the books unless a disposition is made of such assets. 


Depreciation is the writing down of the value of assets in a 
philosophical manner, by means of a charge to Revenue. It was 
formerly customary to credit the asset account with the amount 
written off, and some English authors still maintain that this 
method is preferable to creating a reserve. The best authorities, 
of both England and the United States, however, are agreed that 
depreciation can best be handled through the accumulation of 
adequate reserves, the values (except when assets are disposed 
of) not being molested. On the Balance Sheet, therefore, the’ 
reserve account, which appears as a liability, becomes an offset 
to the book value of assets carried. 


No matter what plan is adopted in providing for depreciation, 
it should be followed with regularity from year to year, no 
omission of charges occurring because profits happen to run 
exceptionally low. It is the methodical preparation for the 
replacement of assets which produces a satisfactory condition of 
the Balance Sheet. 

In dealing with fixed assets a yearly appraisal of their value | 
fails to accomplish the purpose on a systematic basis, as an | 
appraisement can hardly be made without bringing the fluctuation 
of market values of material and labor into the question. A read- ! 
justment of book accounts based on appraisal figures would be 
likely, therefore, to have a very disturbing effect on the Profit 
and Loss Account. It is not claimed, however, that appraise- 
ments made with extreme care by persons trained for this work 
are not desirable from time to time—say once every five years. 
The information obtained is invaluable for insurance purposes, 
and also serves as a barometer for the percentage of reserve 
which is being accumulated for the replacement of assets. Pal- 
pable errors should, of course, be made the subject of adjustment, 
and, if necessary, the rates of depreciation should be revised. 


19I 




















The Journal of Accountancy. 


; The amount to be accumulated as a reserve should be the 
| difference between the actual cost of the asset and the estimated 
\break-up value when discarded, which sum is thereupon spread 
over the years of life of the asset. There are several methods of 
arriving at the annual charge, each of which will be described. 

The first method is to charge depreciation each year in equal 
installments, which has been called the “ Fixed Proportion 
Method.” On this plan each year is assessed in equal percent- 
ages, based on original values. This method is frequently 
pursued, and proves the most satisfactory in many instances. 

The second plan is to charge depreciation each year in fixed 
percentages on the diminishing value, and is commonly termed 
the “ Fixed Percentage Method.” The percentages in this case 
are applied to the annual reducing values of the assets, and are 
consequently heavier than on the installment basis. This is the 
method most generally used, and produces satisfactory results 
in a majority of cases when intelligently applied. 

When the matter of depreciation is given but hasty considera- 
tion, as is often the case, it may be reasoned when estimating the 
life of an asset at twenty years, that 5 per cent. should be written 
off annually, and this percentage will then erroneously be applied 
to the residual value. Instead of extinguishing the value of the 
asset in twenty years, it will be found that but 64.15 per cent. has 
been written off, leaving 35.85 per cent. remaining on the books ; 
and further calculation will develop the fact that at forty years 
there would remain 12.85 per cent., and that after a lapse of one 
hundred years there would still remain nearly 6/10 of I per cent. 
to be carried over to another century. 

When the fixed percentage method is utilized, therefore, the 
results should be carefully calculated, and the percentage should 
obviously be heavy enough to reduce the asset to its realizable 
value when discarded. 

The advantages of this method of calculating depreciation are 
twofold: First, the heavy charges appear against the early years of 
the life of the asset, which serves to equalize the increases which 
are bound to occur in the later years in the maintenance expenses, 
thus distributing the combined cost of depreciation and repairs 
_with some degree of uniformity. Second, as certain classes of 

assets become older, their earning capacity as a rule becomes 
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less and less, which again makes it advantageous to place the 
heavy charges against the early years. 
A third method is to create a Sinking Fund to provide for 
: the replacement of assets at the expiration of their estimated life. 
| When this plan is pursued, Revenue is debited with the annual 
B installments of the Sinking Fund, the latter being invested in 
securities. This method is not commonly used, because, as a gen- 
eral rule, a business can earn a larger percentage of interest than | 
y) can be obtained by investments in securities. 
However, the “ Sinking Fund Method ” may be employed as 
‘} os supplemental to either of the other plans proposed, if desired, the 
| amount of the reserve being invested, in order that the sum may 
“ be available when needed. When the amount reserved is carried ! 
in floating assets and not specially allocated, it may not be possible 
to realize upon such assets at a critical time. 
When the Sinking Fund basis is established, the compound 
‘ interest is calculated in providing for the yearly installments, in 
‘ order to produce the required amount at the termination of the 
; period. 
| ( A fourth arrangement, which is made use of to some extent in 
| England, is the Annuity System. When this method is pursued, 
interest is charged against assets and a sufficient amount is 
F accumulated annually, in regular installments, to reduce to the 
residual value of the assets. On this basis the charges to revenue 
steadily increase as the interest credits decrease, the per pil, 
for which is found in the fact that the installments remain as 
(a working capital in the business. 
The actual cost of maintenance is sometimes added to the 
annual installments on either the fixed proportion or fixed per- 
centage methods, while another plan provides for the addition of « 
the estimated cost of maintenance and repairs during the life of 
an asset, in equal installments. While these plans may meet with 
, favor in England, it is considered far more satisfactory in this) 
| country to treat maintenance and repairs separately, a special | 
: reserve being created, when deemed expedient, to meet such | 


f 





; 


: 3 expenditures. 

:. Tables are presented herewith showing results of the various 
; methods of calculating depreciation covering a period of ten 
4 years, upon an article costing $1,000, the realizable value at the 

&§ close of the period being placed at $100: 
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Fixed Fixed Annuity 
Deseastiinn Percentage | Sinking Fund |Method at 5% 
Years | Method 10% | Method. Method. At | Interest 
on duicinal °| (20.57% on |5% Compound! charged en 
Valee Diminishing Interest Diminishing 
Value Values 
I $90.00 $205.70 $71.55 $71.55 
2 90.00 163.38 71.55 75.13 
3 90.00 129.78 71.55 78.89 
4 90.00 103.08 71.55 82.83 
5 go.00 81.88 71.55 86.98 
6 90.00 65.03 71.55 91.33 
7 90.00 51.66 71.55 95.89 
8 90.00 41.03 71.55 100.68 
9 go.00 32.59 71.55 105.72 
10 90.00 25.87 71.55 III.00 
$715.50 
Compound 
& Interest 
ats%... 184.50 
os ns — | ea ee 
ToraALs, $900.00 $900.00 $900. 00 | $900.00 

















The application of depreciation to various classes of assets 
may now be considered, the first group consisting of fixed assets. 
Allusion has already been made to the impropriety of increasing 
real estate values; on the other hand, provision for depreciation 
of land itself is not ordinarily made. While there may be wide 
fluctuations in value, for the purpose of a “going concern,” 
land may ordinarily be carried at cost price, appreciation or 
depreciation being considered only when the property is disposed 
of or in case of reorganization, in which event an appraisement 
becomes necessary. Should land have been purchased during a 
period of inflation, or should conditions arise which permanently 
render the property less valuable than when purchased, due 
provision should, of course, be made. 

Leaseholds are subject to depreciation to cover premium or 
bonus paid on obtaining a lease, and permanent improvements 
placed on leased property, providing the latter have been capital- 
ized. When there is an agreement in a lease relative to restora- 
tion of premises to the original condition, at the termination of a 
lease, the estimated expense should also be accumulated. Repairs 
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are also frequently considered, but there are objections to 
pursuing this plan. 

It is in connection with leaseholds that the annuity system is 
applied in England; the interest on the investment being charged 
thereto each year on the diminishing value of the lease. The 
amount of depreciation is fixed, but as the reserve grows the 
interest charge decreases, being applied to the remainder. The 
matter is carried even further by the English, a sinking fund 
being created and charged against the asset, in addition to inter- 
est. In this country we do not resort to these heroic and rather 
complicated measures. 

Buildings of brick and steel depreciate slowly unless subjected 
to hard usage, through vibration of heavy machinery. From 1 to | 
14 per cent. annually on the diminishing value should suffice for | 
buildings of solid construction, while frame structures will require | 
from 4 to 10 per cent., according to solidity of the buildings, 
frequency of painting, usage, and climate. Speaking broadly, | 
however, a general charge of 114 or 2 per cent. on all buildings 
will answer. The latter rate will reduce to 36.42 per cent. in 
fifty years and to 13.26 per cent. in one hundred years. 

In a manufacturing concern it is desirable to have separate 
accounts for different classes of machinery, such as engines, 
boilers, generators, shafting, general machinery, special machin- 
ery, etc. In the case of the first two items the steam pressure is 
of importance in determining the rate to be provided, and with 
boilers the kind of water used becomes quite a factor. From 10 
to 15 per cent. on the residual value may be applied to engines, 
while boilers will stand a charge of from 12% to 20 per cent. 

Generators and other electrical machinery can safely be 
written off at the rate of from 15 to 20 per cent., and shafting 
may be charged at from 10 to 15 per cent. General machinery of 
ordina;y patterns should bear a burden of from 7% to 15 per 
cent., while special machinery, which may be superseded by 
improved machinery at intervals and which is not readily salable, 
should be subjected to a heavy charge of, say, from 25 to 50 per 
cent. 

Should there be no separation of machinery accounts, a gen- 
eral average of about 15 per cent. on the diminishing value would 
meet ordinary requirements. Of course, the rate is dependent 
upon the class of business and burden imposed, and in some 
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instances the rate could, with propriety, be made more conserva- 
tive, while with others a higher rate should prevail. In the event 
machinery is in use at night as well as during the day, this fact 
should materially increase the provision for depreciation on the 
equipment. 
| Patterns, molds, and drawings, if capitalized, should be written 
\ off at the rate of at least 25 per cent. of the residual value, and a 
charge of 334% per cent. would not be considered too heavy. 
Assets of this nature, while necessary to the equipment of a plant, 
are constantly being changed and improved to meet new con- 
ditions, which render the supplanted assets of practically no value. 
| When a business has reached a healthy condition, it is desirable 
to treat these as expense instead of asset accounts. 

It is also the part of wisdom to charge loose tools to expense, 
but if capitalized, during the early years of the existence of a 
plant, the account may be closed out within a few years by writing 
off at a high percentage, the renewal of tools in the meantime 
being charged to expense. 

Before leaving the subject of factory accounts, reference may 
be made to the fact that in some lines of business where the pro- 
duction of large units necessitates cost keeping on individual 
jobs, it is often the practice to make a distribution of depreciation 
charges, each job being, assessed, in addition to the productive 
and a proportion of the non-productive labor, value of material 
used, machine cost, etc., with its share of depreciation on, machines 
used in the process of manufacture, together with a proportion 
of general factory depreciation charges. Where such a plan is 
not pursued, however, the various charges for depreciation are 
held intact and charged to the proper department of the business. 

There is another group of assets upon which depreciation 
charges should be made, which do not apply to factory costs but 
to the general business. An administration building and its 
equipment would come under this head, as would also patents, 
‘franchises, and good will. 

Patents run for a limited number of years, and depreciation to 
cover cost can be spread over the life of a patent, though it is well 
to reduce the length of time. Patents in some instances yield the 
owners splendid returns for years after expiration, but it is 
nevertheless desirable to extinguish the capital expenditure in 
connection therewith. 
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Franchises, when limited in term, should also be extinguished 
by the time of expiration. The question of depreciation on the 
assets of public service corporations seldom receives due attention, 
however. This is largely due to the rapid growth and prosperity 
enjoyed by such corporations because of the increase in popula- 
tion, the ever increasing earning power being capitalized in most 
instances, with but little regard to the value of the tangible assets. 
An attempt is generally made by such corporations, as may also 
be said of railroads, to maintain the value of assets through 
charges to maintenance accounts or by means of funds especially 
set aside from earnings for replacement purposes. 

Good-will is of uncertain value, and while no rule can be laid 
down as to its treatment, the best course is to dispose of such an 
account throagh a charge to depreciation, when, through reor- 
ganization or otherwise, an asset of this nature is created, if it 
proves practicable to do so. The good-will of a business is bound 
to fluctuate with the earnings produced, and it can therefore 
hardly be measured. It is contended by some that good-will is 2 
capital account which is in no manner related to revenue, and that 
any loss incurred is a capital loss and not properly chargeable to 
revenue. Be this as it may, as a prudential measure the writing 
off of good-will is to be encouraged. 

It is also desirable to close out preliminary expenses, carried 
as assets in the early days of an undertaking, within a reasonable 
period of time. 

A third group of assets is headed Personal Property, and con- 
sists of furniture and fixtures, horses, vehicles, and sundry other 
movable assets. There is but one safe and satisfactory method of 
handling such assets, and that is by taking annual inventories, the 
amount of depreciation being written off the asset accounts 
when closing books. 

A careful record should be kept of all purchases of personal 
property, and when the inventory is made up a full description 
of each article should be given in order that comparison may be 
made with the original record. Notations may be made as to the 
present condition, and it is well to list the dates of purchase, cost 
prices, and previous inventory figures on the inventory to serve 
as guides in placing the new values. The opinion of a practical 
person who is familiar with the assets under review, with respect 
to their salable value, also proves advantageous; however, care 
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should be exercised to see that increases are in no event made over 
previous values because of repairs, etc., as this would have the 
effect of capitalizing such expenditures. 

When monthly balance sheets are rendered and it is desired to 
distribute the charge for depreciation through the year, the depre- 
ciation on personal property can safely be calculated at from 10 to 
20 per cent. on furniture and fixtures; from 20 to 30 per cent. on 
horses, and from 30 to 50 per cent. on vehicles, all of the per- 
centages named being based on the residual values. At the close 
of the period the accounts should be properly adjusted. 

In creating a reserve in the manner suggested, it should be 
termed Personal Property Depreciation Reserve as distinguished 
from Plant Depreciation Reserve, for the reason that the former 
will be subject to annual adjustment while the latter account con- 
tinues to accumulate from year to year. The debits to deprecia- 
tion are, of course, closed at the conclusion of the fiscal year into 
the revenue accounts to which they relate, or the transfer is made 
direct to the Profit and Loss Account. 

The Plant Depreciation Reserve is subject to charge when 
complete asset replacements take place, but should otherwise not 
be disturbed unless a readjustment of values becomes imperative, 
by reason of appraisement, sale of property, adjustment of fire 
loss, etc. 

Passing to the subject of reserves other than for purposes of 
depreciation, an Insurance Reserve may first be mentioned. Such 
an account is created for the purpose of allowing a concern to 
carry its own insurance, by charging revenue with a stipulated 
amount annually, which may be based to some extent on premium 
costs. Adequate protection on this basis can hardly be secured, 
however, until the reserve reaches an amount commensurate with 
the value of assets carried. The amount reserved should, by all 
means, be the subject of a reserve fund, the amount being invested 
lin securities. Such a fund is, of course, an asset which is “ ear- 
marked ” in such a manner as to show its relation to the reserve 
account on the liability side of the ledger. In the present instance 
the term “ Insurance Reserve Fund ” would properly describe the 
account. 

Allusion has been made to reserves for repairs and renewals. 
/When charges to maintenance accounts run irregularly, an equal- 
‘ization of the monthly expense may readily be obtained by means 
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of reserves created for this purpose. In arriving at the amounts 
to be accumulated, the average cost of maintenance for a previous | 
period should be ascertained, and the reserves can be based upon © 
these figures, at the same time making reasonable allowance for 
increases in maintenance expense and possible charges of an 
extraordinary nature which may develop. The reserve account 
should ordinarily appear on the credit side of the balance sheet, 
and under no circumstances should it be carried as a debit at the 
close of a year. In fact, it is only permissible to have the account 
appear thus in cases where repairs are given attention at one 
period and it is desired to distribute the charges throughout the 
months of the year. 


Reserves may be created to meet contingent liabilities, claims 
in dispute, variation of weights and measures, and for other pur- 
poses. Doubtful accounts receivable, which for some reason it is 
not desired to write off by placing the amounts to the credit of 
the accounts in question, may be made the subject of a “ Reserve 
for Doubtful Accounts Receivable.” In fact, whenever it is found 
desirable to make provision for the reduction of assets without 


actually placing the credit to the account, on charging the required 
sum to the debit of revenue, a reserve may, with propriety, be 
created. 


When reserves are accumulated in excess of loss or reduction 
of value which is estimated to have actually taken place, the 
amount of such excess may be termed a “ Secret Reserve.” While 
from the accountant’s viewpoint it is theoretically as incorrect to 
understate as to overstate values, it is seldom that such measures 
are carried to extremes, experience proving that in a majority of 
cases, expectations are exceeded in the matter of losses. And 
while the amount reserved may at some period be larger than 
necessary, the meeting of immatured losses is likely to equalize 
the matter in due course of time. 

Secret reserves are sometimes accumulated without appearing 
as such on the balance sheet. The placing of values upon inven- 
tories below the proper figures—cost or market, whichever is the 
lower—constitutes a secret reserve. The same may be said of 
any other assets, the accounts covering which have actually been 
reduced below their intrinsic value. Securities purchased at a low 
cost which subsequently rise in value, form a common source of 
secret reserve, as the prudent business man is loath to anticipate 
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profits by writing up the value of such assets. But while it is 
permissible to allow favorable fluctuation of values to become the 
subject of secret reserves, a contrary movement should invariably 
cause a reduction with a consequent charge to Profit and Loss. 

The practice which obtains in some quarters, of writing off 
valuable property in its entirety, is hardly to be encouraged. 
Banks frequently write off the outlay for fixtures, which plan is 
not open to criticism, but when the value of real property is 
dropped from the statement, the action appears extreme. The 
Bank of England illustrates this tendency, the property of this 
great institution, which is estimated to be worth fully two million 
pounds sterling, not being represented among the assets. in the 
statements rendered. 

It may be stated in conclusion, that as no actual monetary 
transaction takes place in creating reserve accounts, in which 
feature the subject differs from ordinary business transactions, 
it is largely a matter of opinion as to how accounts shall be 
treated, rather than a matter of absolute fact. For the purpose 
of satisfactorily conducting a business along safe and conserva- 
tive lines, however, an understanding should be had of the 
principles underlying the creation of reserve accounts, and 
through intelligent application of these principles much may be 
accomplished towards obtaining truthful results. 











An Example of Depreciation Charges. 
By ‘ Linpum.” 


The fundamental principles of figuring depreciation charges 
are simple and axiomic. That there is a constant deterioration 
of used property needs no proof; the fact that market values may 
be enhanced by extraneous causes need not be considered in 
connection with the depreciation problem. 

Deterioration may be classed under three heads: 


1. Natural wear and tear. 
2. Accidental breakage and unusual destruction. 
3. Obsolescence. 
This deterioration must be provided for by: 
A. Repairs. 
B. Replacements. 
C. Improvements. 
D. Scrap and selling value of discards. 

When A + B + C + D just equal 1 + 2 + 3 then asset 
value remains constant. 

When A + B + C+ D more than equal 1 + 2 + 3 then 
there is a conclusive addition to asset value. 

When A+ B+ C+ Dare less than 1 + 2 + 3 then there 
is an impairment of asset value. 

Differences of opinion arise when methods of determining 
these factors are considered, and to these problems I address 
myself. 

First as to asset value; undoubtedly the best measure of that 
value is an accurate, disinterested physical appraisal of the 
property considered in the light of its value to a going concern. 
In default of such an inventory there remains the taking of the 
cost price depleted annually by a definite percentage according to 
the term of useful life of the property in question. 

In order to set forth any inventory in a satisfactory manner, 
whether upon the physical examination or the percentage plan, it 
is necessary to itemize its units, and such inventory may be best 
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kept upon loose leaves properly bound, upon which each entity 
may receive the proper entries. 

The natural wear and tear is composed of two elements: 

First, that obvious deterioration which is made good by 
repairs; second, that invisible deterioration which is above and 
beyond the maintenance in working order. 

The following table is carefully worked out to show the per- 
centage that it is necessary to write off from each successive 
year’s value to provide for the second of these two elements: 








Years of ~~ a of Years of ~~ of 
Life Reduction Life Reduction 
5 40 40 6 
10 22 50 5 
15 15 60 4 
20 II 70 3-5 
25 9 80 3 
30 8 go 3 
35 7 100 2.5 














A further percentage must be added to provide for the first 
element, and this can be deduced from the past experience as to 
the amount of repairs necessary to maintain the property in a 
going condition. 7 

As I shall endeavor to show later, it makes little difference 
whether these percentages are exactly accurate or not; in fact 
they may be quite wide of the mark and yet in the last analysis 
the differences will be automatically adjusted to accord with the 
facts. 

In adjusting the accounts, the Repair Account (A) should 
contain nothing except charges making good the obvious wear 
and tear (1) : Replacements, or extraordinary repairs (B), should 
be limited to the amount necessary to make good the loss in 
accidental breakages or unusual destruction (2): Improvements, 
or additions (C), comprise all amounts bettering property or 
overcome obsolescence (3): Scrap, or selling values (D), need 
to be carefully allotted to the property from which they are 
derived so that proper credits may be made. 
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An Example of Depreciation Charges. 


LOocoMOTIVE 875. 


Dr. 

$18,000 || Invisible depreciation, on 
Repair Account... 2,850 basis of 15 years of use- 
Replacement 1,500 ful life, 15%; Deprecia- 
tion made good by re- 
pairs as shown by ex- 
perience, 15%. Total 





$22,350 
Valuation, down... 15,750 || Depreciation 15-15% .... 
Repair Account... 2,900 || New Valuation 
$18,650 $18,650 
Valuation, down... 13,925 || Depreciation 30%....... 4,178 
Repair Account. . . goo || New Valuation 15,647 
Betterment. ...... ___§,000 
$19,825 $19,825 
Valuation, down... 15,647 || Depreciation 30% 
Gain to Assets due Sold for 
to overestimate 
of depreciation. . 1,047 


$16,694 











In this case it is quite evident that the depreciation percentage 


was a trifle too high, but the final clearing of the account transfers 
the excess to the debit side and the error corrects itself. It might 
have been assumed that the locomotive had been wrecked so that 
it was worth only scrap value, then the depreciation would not 
have been nearly sufficient and a deduction from asset value would 
have resulted just as certainly. 

Assuming that the North and South Railroad had by inven- 
tory, either by physical examination or depreciation of cost 
method, $21,000,000 in locomotives; that its experience deter- 
mined fifteen years as the average life; that their ordinary repairs 
averaged 15 per cent.; then the following might be illustrative of 
their depreciation account : 


NorTH AND SOUTH RAILROAD LOCOMOTIVE DEPRECIATION. 








$21,000,000 |{ Depreciation 30%.... $6,450,000 

4,694,375 || Wrecks and unusual 
Replacements 190,749 losses 150,000 
re 979,850 || Scrap & Locos, sold... 57,000 
New Valuation 20,707,074 


$27,364,974 $27,364,974 
Value brought down. . $20,707,974 |} Depreciation $6,212,392 
Repairs 4,857,560 || Wrecks, etc 200,000 
Replacements 165,000 || Scrap and Sales 97,500 
PE bc Sc Wea 1,500,000 || New Valuation 20,720,642 


$27,230,534 | $27,230,534 
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Here it is evident that the depreciation plus receipts from 
scrap and equipment sold very closely approximates all charges 
to locomotive equipment. To know if the assumed depreciation 
is substantially correct it is only necessary to know as to the bal- 
ance on those items which have completed their term of useful 
life and have been disposed of; if the average of those are sub- 
stantially equal then the percentage is justified; if considerable 
variation is discovered the percentage may be changed; there may 
be some uncertainty regarding the assumed losses by deterioration 
and wrecks upon the going equipment, but as the balances during 
a term of years are continually correcting these assumptions and 
as the experience of railroads tends to uniformity, there can be no 
very wide discrepancy between the figures and the facts without 
its becoming apparent. 

This exemplification is made upon the locomotive equipment 
as that lends itself to a simpler exposition, but the method is 
applicable to every kind of property and to every kind of busi- 
ness, for as fast as the individual units complete their term of 
useful life the depreciation is automatically adjusted to the facts. 
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By CuHarLes Ezra Spracue,* A. M., Pu. D., C. P. A. 


Author of the ‘‘Accountancy of Investment” and ‘‘Extended 
Bond Tables.”’ 


MONOGRAPH B. 
THE MERCHANDISE ACCOUNT. 


406. The reader has been cautioned (Article 200) against 
mixt accounts; that is, accounts partly specific and partly 
economic. These will, however, sometimes occur thru the imper- 
fections of current accounting: an account which is normally 
economic will prove to have a residue of the specific when it 
comes to the nicer adjustment of the balance sheet; and vice 
versa. This has been toucht upon in the cases of Coal (Article 
174-181) and Interest (Article 185-194). 

407. There are accounts, as sometimes kept, where it cannot 
be said that either the specific or economic character predomi- 
nates ; where each phase is important and essential, and where, if 
practicable, the course of wisdom would be to create two 
accounts, one representing the specific and the other the 
economic side of the transactions. 

408. A good example of such an account is the Merchandise 
Account in the form still prevalent but gradually falling into 
disuse. It is not recommended for adoption, but its structure 
should be understood, in order that, when encountered in the 
course of examination of accounts, it may be readily disentangled. 

409. Merchandise is something bought at a certain cost-price 
for the purpose of selling at a higher price. The latter price 
consists of two parts—one equal to the cost, which it repays, the 
other the Merchandise-Profit, which is earned by services in 
bringing the goods near the customer, in selecting them with 
reference to their desirable qualities, in providing a convenient 
place where they may be inspected and in holding enough in 
stock to meet all reasonable demands. 

410. Viewed in this light, every sale is properly creditable to 
two accounts, one part to the asset Merchandise parted with, the 
other to the income account for the profit. 

* Copyright, 1007, by Charles E. Sprague. 
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411. But it seems to be considered in retail business, even on 
a large scale, impracticable to separate each sale into its two 
elements, and to know at each transaction how much goes to 
replace the goods, and how much to repay the merchant for 
services, risk, and expense. One would suppose it feasible, and 
some merchants find it so, to record in a column of the sales- 
book the original cost of each article. But more usually the 
sale-price is undivided. 

412. The Merchandise Account, therefore, becomes a mixt 
account. On the debit side, it contains entries at cost-price, and 
on the credit side at selling-price. No correlation is revealed 
between the two sets of values, any more than if one were in 
rupees and the other in reichsmarks. 

Hence some writers, in their zeal for classification, have con- 
sidered the Merchandise Account as purely an Outlay and 
Income account. The merchandise is considered not as property 
but rather as a mere form of cash expenditure to be recoupt 
ultimately by receipts of a greater amount, the resultant being 
profit. A difficulty arises when we reflect that the merchandise 
on hand ts property of too great value to be ignored. The way to 
get over this difficulty is to consider the merchandise on hand as 
an adjustment—an offset to the purchases. 

413. Other authors again would classify this account as 
strictly a specific account—an asset. The difficulty here is that 
if we attempt to balance such an account we get a meaningless 
balance, corresponding to nothing. Hence the assumption is 
made that there is an increment of value to the extent of the 
profit; that the merchandise, so far as sold, has appreciated to 
that extent. 

414. But whether the Merchandise Account be regarded as 
specific, or economic, or, as I contend, mixt, the calculation and 
the recording of the result are substantially the same. Let us 
take as an example, the following facts: 


Merchandise on hand Jam. 1.......ccccccccccceses $5,643.75 
OEE TCT 2,644.18 
EERE SER Ae SE gS 3,219.74 
i ne oc cnaccdavcdsiévescesacé 1,845.17 
ED onc ddbccswencbectedcnanscnt 2,454.62 
gd eee 1,920.44 
PE ohn civvchensneusdauvecssantn cos 1,728.96 


From these data let us construct an account: 
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MERCHANDISE. 
Jan. t Balance....... $5,643.75 
“eg Purchases. .... 2,644.18 —. Pe ree $3,219.74 
Feb. ie 1,845.17 eb. mS hy wm anaes 2,454.62 
Mar. eee 1,929.44 || Mar. WT dake aamiichs 1,728.96 








But from this we can draw no conclusion. The debit side 
amounts to $12,062.54 and the credit side to $7,403.32, but the 
difference, $4,659.22, is not an asset, for that would be assuming 
that we have sold at cost price; and it cannot be a loss, for that 
would be assuming that there is no balance remaining. If we 
know the profit, we can ascertain the balance; if we know the 
balance, we can ascertain the profit. 

415. The balance on hand, ascertained by inventory, is the 
key to the situation. Assume-that it is $6,894.16. Then we 
compute the profit thus: 


rr Ci UO. © os. in coscesaceasteckecnmeaeenes $5,643.75 
ED con ncccbacensdbhdidhaaensedeed $2,644.18 
- DE si.asessdesseneneseenenadbes 1,845.17 
DE sndadsnntetctnchecnkooni eeencse 1,020.44 
BE EE nncvcccdiccbancsddedctanamneenncbaeaess 6,418.79 
i il a ae acta $12,062.54 
But there remains wnsold at cost.............cccceeeeecceeeees 6,894.16 
Therefore the goods sold must have cost ...........eeeeeeeeees $5,168.38 
But they produced 
as a. awed dhehiaseeee Keeeaes $3,219.74 
DT dt cctkocctctuaseneeihendbademened 2,454.62 
DT 4.4 olehs cid dncanesediinnsiandnanans 1,728.96 
IID . nn.00.0 db sabcnapaenmadssecsbuadaennn 7,403.32 
otc cehecdneeGhes dedeusGsebeaboacs $2,234,904 


416. We can now complete our account. 








MERCHANDISE. 
an. t Balance (Inv.).. $5,643.75 
an. Purchases...... 2,644.18 ae Bee. 63s scan $3,219.74 
eb. 1,845.17 eb. 4 eS 2,454.62 
Mar. “a esses 1,929.44] Mar. sat eee 1,728.96 
DL iain ave 2,234.94 Balance (Inv.).. 6,894.16 
$14,297.48 $14,297.48 
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$6,894.16 goes to the balance-sheet ; $2,234.94 to the Profit 


and Loss Account. 


417. This is the traditional form of the Merchandise Account 


and suffices perfectly for “balancing the books.” 


Its defect is 


that it nowhere presents a clearly contrasted statement of the 
same goods at the two prices—in and out—and consequently the 
average percentage of profit could not be obtained without effort. 

418. When there are goods returned, whether purchases 
returned by us or sales returned to us, the confusion is still 
greater, for each side contains some values at cost-price and some 
at selling price. To illustrate this, let us vary the above figures 


slightly, the final results being the same. 











Balance January 1, as per Inventory .............. $5,643.75 
ee EE SP I ine kc dnc Gack cs ccstbeees 2,760.18 
EE cc ccesku dnp wudbeebeahooees nies 116.00 
ee vaca denaskde eo xadeksbexaiotad 3,452.74 
666 ag cdcaindintadhae eae’ 233.00 
We purchased in February ....................... 1,865.17 
en ta nein rh haodannedsesacanee 20.00 
ER AAS Oey ere me ree 2,937.62 
oa ec kks baba bud dons seine 483.00 
re ID oki cases cccovcsscveneevaae 1,947.44 
eke iabs ai bpbueeea teens heewnt 18.00 
ee i ae habe 1,903.96 
RB er eer 175.00 
Balance March 31, as per inventory................ 6,894.16 
MERCHANDISE. 
Jan. 1 Balance....... $5,643.75 
= Purchases. .... 2,760.18 || Jan. Returns....... $116.00 
is Returns....... 233-00 |} “* Sales.... 3452-74 
Feb. Purchases. .... 1,865.17 || Feb. Returns....... 20.00 
in Returns....... 483.00 + Sales.... 2,937-62 
Mar. Purchases. .... 1,947.44 || Mar. Returns....... 18.00 
7 Returns....... 175.00 || “ BE 1,903.96 
SG hoe bats 2,2374-94 || ‘ 31 Balance....... 894.1 
$15,342.48 $15,342.48 

















419. It will be readily seen that the difficulty of obtaining 
intelligible information as to the comparativ values, in and out, 
is even greater here, and that to obtain such information the 
account would need to be taken to pieces and made over. 
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420. AN ACCOUNT WHICH NEEDS TO BE MADE 
OVER IS ONE WHICH OUGHT TO HAVE BEEN MADE 
DIFFERENTLY AT FIRST. 

421. The modern practice is to separate the Merchandise 
Account into three: Merchandise, Sales, and Purchases; or at 
least the former two. 


The above transactions would be posted as follows: 
MERCHANDISE. 











Jan. rt Balance....... $5,643.75 | 











PURCHASES. 








7 Total bought... $2,760.18 2. Total ret’d by us $116.00 

















eb. one «= BS.BF eb. 20.00 
Mar. - “ 4.. 1,947-44 | Mar. wy a 18.00 
SALES. 
| 
feo. Total ret’'dtous $233.00 Jeo. Total sold...... $3,452-74 
eb. eit aba hcen ix. 483.00 eb. "  .  o¢wes ne 
Mar. Pee yh ae ee 175.00 || Mar. ee: ee 1,903.96 








Next close Purchases into Merchandise: 























PURCHASES. 
! 
=“ Total bought... $2,760.18 22. Total ret’'d by us $116.00 
eb. - ” eos Sees eb. on 2 20.00 
Mar. = “es = =©1,947-44 |} Mar. sus ae ae 18.00 
| $154.00 
| Net Purchases.... 6,418.7 
ae ee a 
$6,572.79 | $6,572.79 
pa) a awe a 
MERCHANDISE. 
~— Balance...... $5,643.75 
an.-Mar. Purchases. ... 6,418.79 
$12,062.54 




















The Journal of Accountancy. 


In Sales Account bring down the balance. 








SALES. 

= Totalret’dtous.. $233.00 jan. Total sold. ...... $3,452.74 
eb. * waist 483.00 eb. = oS gheewenb 2,937-62 
Mar. “ a 175.00 || Mar. “ TO eweinee 1,903.96 

$891.00 

Carried down..... 7,403.32 
$8,294.32 $8,294.32 
Net Proceeds "$7,403.32 














422. The cost of goods sold is now obtained by subtracting 


from the total of 
Merchandise, 
the present balance, 


cost of goods sold, 


$12,062.54 
6,894.16 


$5,168.38 


423. The only two accounts remaining open are Merchandise 


and Sales. 
Sales/Merchandise 


$5,168.38 


Having posted this entry, the Merchandise, a pure asset account, 
is closed into the balance sheet; the Sales account, a pure Outlay 
and Income account, shows the cost and the proceeds of the same 
goods, and the difference is carried to the economic summary. 














MERCHANDISE. 
an. 1 Balance....... $5,643.75 
an.-Mar. Purchases. ... 6,418.79 2a Sales, at cost. $5,168.38 
ar. 31 Balance...... 6,894.16 
$12,062.54 $12,062.54 
SALES. 











Jan.-Mar. Net proceeds.. $7,403.32 
$5,168.38 
2,234-94 


$7,403.32 $7,403.32 











Tue Enp. 
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Centralized Consumption of Anthracite Coal.* 


By Howarp McNayr JEFFERSON, M. C. S. 


PART I. 
CENTRALIZATION OF ENTERPRISE. 

The extent, location and diversity of the coal supply of a 
country determine, in a large measure, its progress. Professor 
Tyndall, prior to 1866, made the following statement, which is as 
pertinent to-day as it was to the time in which it was written: 

“I see no prospect of any substitute being found for coal as a 
source of motive power. We have, it is true, our winds and 
streams and tides; and we have the beams of the sun. But these 
are common to all the world. We cannot make head against a 
nation which, in addition to these sources of power, possesses the 
power of coal. We may enjoy a multitude of their physical and 
intellectual energy, and still be unable to hold our own against a 
people which possess an abundance of coal; and we should have, 
in my opinion, no chance whatever in a race with a nation which, 
in addition to abundant coal, has energy and _ intelligence 
approximately equal to our own. 

“Coal stands, not beside, but entirely above all other com- 
modities. It is the material energy of the country—the universal 
aid—the factor in everything we do. With coal, almost any feat 
is possible; without it, we are thrown back into the laborious 
poverty of early times.” 

The estimated area of the coal fields of the world is given 
as follows in Chisholm’s Handbook of Commercial Geography: 


ME Lsulcebeneecescdnsseuaeetueteehes ates 200,000 square miles 
I vai daicsadcunaemasseuesaieeD 192,000 * ° 
ee oe ie alta aly ow ae eRae 65,000 ™ 2 
IN tie ds ant idles aoa ion: cie.c aeNeb aed wate eee 35,000 “a ” 
RO EE er 24,000 ” 3 
ee a kaha decile b xa eadaleResslnenan 20,000 i 
ID 6h. 5.54+0neseraeeeaedes aban 11,900 ™ J 
a ae a i la lc 5,500 “a ms 
Sa Rosca chad no54 ace eeemenenvenie® 5,000 v4 3 
EN dig rence tka cap ides hase. degnree 2,080 * . 
EE in oni cesnndenetendkeeadwed 1,790 * 
es ee aad caw endl nadiaidecnehes 1,770 ™ a 
SEY Gi ddutdbasavdandcbaereionntsadexwe 510 . 7 
Total, 564,550 “ ‘ 


* This article was accepted by the faculty of New York University School of Commerce, 
Accounts and Finance in fulfillment of the thesis requirements for the degree of Master of 
Commercial Science. 
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The area credited to China is a rough estimate and probably 
a very low one. The figures given for the United States do not 
include Dakota, nor any of the Rocky Mountain nor Pacific 
Coast states. The figures given for Canada include only the 
territory east of the Rocky Mountains. The figures for Russia 
are exclusive of Siberia, Central Asia, and Caucasia. 

The report of the United States Geological Survey for the 
fiscal year ending June 30, 1901, gives the following area: 





Anthracite Fields (Pennsylvania)........... 484 square miles 
isle TEP AER a EIS He 276,913 = - 
Lignite = =U pee sdpendibeapaaeeaase 113,000“ 

Total area, 390,397 . . 
Area exclusive of Lignite.................. 277,397 ' - 


Edward W. Parker, the Government's coal expert, speaking 
in round numbers of the area of our coal supply in a recent 
statement, gives 400,000 square miles as the area. 

It would be very interesting to study the bituminous forma- 
tions of the United States ; to trace the development ; to study the 
peculiar value of each deposit and to see what is the possibility of 
its future market; but my intention is to deal exclusively with 
anthracite, because of its proximity to New York and Phila- 
delphia, and because the utilization of the small sizes in com- 
petition with bituminous coal is a problem. The anthracite beds, 
although covering but 484 square miles, all located in the State 
of Pennsylvania, have continuously presented peculiar features 
for study; and will occupy the balance of our attention. There is 
a small area, not exceeding eight square miles, in Colorado; but it 
is unimportant. The production in 1905 from the anthracite 
fields of Pennsylvania was 69,339,152 long tons, or about 19.77 
per cent. of the total production for that year. 

The anthracite region embraces a territory of about 3,300 
square miles; but only 484 square miles contain workable coal 
measures. The area is divided into four natural divisions: the 
Northern, containing 176 square miles; the Eastern-Middle, con- 
taining 33 square miles; the Southern, containing 181 square 
miles, and the Western-Middle, containing 94 square miles. 


The Northern, or Wyoming-Lackawanna basin, extends from 
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| 
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Forest City to Shickshinny, a distance of fifty-five miles; and 
includes the Wyoming and Lackawanna valleys. The maximum 
width is six miles. The principal cities are Scranton and Wilkes- 
Barre. Carbondale, Pittston, Kingston, Plymouth, and Nanti- 
coke are important towns. Twenty-five miles northwest of this 
basin are a few scattering deposits. The output is included in the 
reports of the Northern field. 

The Eastern-Middle, or Lehigh field, lies about fifteen miles 
south and southwest of the western end of the Northern basin. 
It is separated from the Northern by a mountain range and 
valley. It is about twenty-six miles long and ten miles wide. It 
lies in a very high, barren region. Hazelton is the principal city. 

The Southern, or Schuylkill field, extends from Mauch 
Chunk on the Lehigh to Dauphin on the Susquehanna, a distance 
of seventy miles. Near Pottsville, it is eight miles wide; but 
gradually tapers both east and west; and, in the latter direction, 
divides itself into two narrow basins. The principal towns are 
Pottsville and Tamaqua. 

The Western-Middle, or Mahanoy-Shamokin division lies 
southwest of the Eastern-Middle or Lehigh division, which it 
adjoins. It is thirty-six miles long and from four to five miles 
wide. The principal towns are Shenandoah, Mahanoy City, 
Ashland, Mount Carmel, and Shamokin. 

The history of the development of the Anthracite industry 
is largely a history of the development of the transportation 
facilities of this region. 

Up to 1890 the business was conducted on an independent 
basis, and a great deal of cut-throat competition prevailed. This 
method of conducting business was most disastrous to the small 
producer. Large amounts of capital were sunk in a single 
colliery ; and, since the business of mining is hazardous, and the 
returns uncertain, it was quite a common thing during this period 
of operation to see operator after operator fail. The partially 
developed plants were valuable if taken hold of immediately ; and, 
as a natural consequence, the large companies rapidly merged 
with theirs the operations of the smaller concerns. 

In January, 1896, the anthracite carrying companies agreed 
upon an allotment of the tonnage produced. In 1900, the 
production and allotment were as follows: 
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Allotment 

Shipments Per Cent. 

Railroad 1900 Agreement 

Jan., 1896 
Delaware, Lackawanna & Western R.R....| 6,013,849 13-35 
Delaware & Hudson Co. ..............4-. 3,973,859 9.60 
Erie & Wyoming Valley R.R.............. 2,090,153 4.00 
in te belie ns Diane he ese s-6o00 8 1,741,069 4.00 
N. Y., Susquehanna & Western R.R....... 1,333,848 3.20 
N. Y., Ontario & Western R. R........... 1,658,457 3.10 
cai cenacesanncene 5,169,947 11.40 
Pass 06 nb60eseesss acccces 6,909,442 15.65 
Delaware, Susquehanna'’& one R.R. . 1,568,488 3-50 
Central R.R. of New Jersey.. -| 5,309,856 11.70 
Philadelphia & Reading R. epee > 9,338,516 20.50 





It is interesting to note the fields of operations of these vari- 
ous companies. Six enter the Wyoming field. Three enter all 
fields. Two, all but the Northern. And one is confined to the 
Lehigh region. One, the Delaware, Lackawanna & Western, has 
the right to mine, transport, and sell coal. Its operations are 
mainly at Scranton and along the northern banks of the Susque- 
hanna between Pittston and Plymouth; and also at Narticoke, 
where it has a magnificent field. The Delaware and Hudson 
Company operates from Carbondale to Plymouth. The Erie is 
confined to the Wyoming and Lackawanna fields. The New 
York, Ontario & Western operates mainly north of Scranton. 
The Pennsylvania is located at Nanticoke and Glen Lyon at the 
extreme southern end of the Wyoming field. The Lehigh Valley 
penetrates all fields, and carries all its own coal, and practically 
all the coal mined by its tenants. The main line runs through the 
coal fields from Mauch Chunk to Pittston. Its “ coal branches ” 
form a perfect network over the various fields. By its purchase 
of the Delaware, Susquehanna & Schuylkill, in 1905, it practically 
controls the entire Lehigh region. The latter road is the one 
referred to above as confined entirely to this region. The Central 
Railroad of New Jersey enters the Wyoming field and penetrates 
the Lehigh region on the south at Audenried. The Reading is 
confined almost exclusively to the Schuylkill region. Its coal 
operating company, the Philadelphia & Reading Coal & Iron Co., 
is the most extensive owner of coal lands and is the largest 
producer. 
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These companies practically controlled the entire output in 
1900. 

A few of the reasons why consolidation of these mining 
operations has taken place are as follows: 

First, the cost of opening a colliery, with its equipment, is a 
very expensive item, varying from $200,000 to $750,000, which 
must be returned by the time the coal is exhausted, or the invest- 
ment results in a loss, as the plants are worthless when all the 
coal has been mined. 

Another very strong tendency to consolidation is that several 
underground workings may be combined to furnish coal for one 
breaker which need not be as large comparatively as all the 
underground workings which have been consolidated. The sav- 
ings in operating one large breaker instead of several small ones 
are numerous in addition to the cost of installation. The consoli- 
dation of enterprises makes it possible to construct single power 
plants to operate several mines. There is no objection, from 
an engineering standpoint, to the use of electricity on the surface, 
where it would be available for hauling cars, operating fans, 
running machinery in the shops and many other necessary 
operations. In a non-gaseous mine, electricity can be used with 
advantage for hauling cars, operating drills, cutting machines, 
etc. 

Another and very important advantage of large operations is 
that it is possible to establish grades of coal which become known 
to the consumer by certain names; and more or less value is 
attached to these names by the consumers. It will be readily 
seen that if a colliery in a certain section happens to strike a bad 
vein of coal the product need not be run out on the bank or sold 
at a losing figure, as it can be mixed with the large output and 
sold without danger of ruining the reputation of that particular 
colliery. 

Again, a colliery may have a serious accident and the owners 
find it necessary to spend thousands of dollars to repair the 
damage. 

The miners may strike a very serious fault* and be com- 

* FauLt.—The Century Dictionary defines a fault as follows: ‘‘A severing of the con- 
os th thar of Up tena, 6k that, whah ween enue patts of can continnmes samaum ae° 
now separated. The amount of displacement of the strata thus occasioned may be a few 
inches or thousands of feet. Faults of afew feet are, however, the most common. Faults 
are occasioned by movements of the crust of the earth, and are a part of the complicated 
phenomena by which mountain-chains are built up, and continents elevated and 


depressed. 
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pelled to do a large amount of dead work through non-producing 
strata before the vein is located again. 

A fire may occur in the mine, and call not only for a 
large expenditure of money, but also might require the 
services of an expert engineer to fight it. 


Any one of these causes might send a small operator into bank- 
ruptcy ; but where the colliery affected is but one in a large opera- 
tion it can be carried along at a loss until the damage is repaired. 
If the trouble calls for the services of an engineer of unusual 
ability, he is already in the employ of the large company and is 
ready to throw his energies into the work without delay. 


It is a safe assertion to make that not a single large company 
can state that all of its collieries are working up to the profitable 
point, and many are actually losing money. 


There can scarcely be a better example of the way free com- 
petition works out its own destruction than is found in the 
anthracite operations of Pennsylvania. Two of the eight rail-— 
ways engaged in carrying the product have been in the business of 
mining ever since they entered the field; but the rest entered the 
mining business either in their own name or in the names of 
subsidiary companies in order to secure to themselves the neces- 
sary tonnage to keep them from going to the wall. The Reading 
Company, in 1871, did not own any coal lands. However, it had 
enjoyed a practical monopoly of the coal traffic of the Schuylkill 
region; but, in 1871, two much greater roads, the Pennsylvania 
on the west and the Lehigh Valley on the east, began to enter its 
territory and to compete with it for the coal tonnage. The Read- 
ing believed that it must secure the permanency of its tonnage 
and began to buy up all the available coal land; and, although it 
nearly bought itself into bankruptcy, it is now reaping 
the benefits of its vast ownership. The carrying roads were 
driven into fierce competition which they have attempted in about 
every conceivable way to alleviate. Some of the plans that were 
tried and failed during this period are as follows: 


Agreed schedule of tide-water prices. 

Definite division of tide-water tonnage. 
Allotment of permissible output. 

Curtailment of total output by general stoppage. 
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While these agreements were merely voluntary, they broke 
down after a short trial. Selling agents were naturally anxious 
to make money, and obtained more orders than their principals 
were allowed. Each company accused the other of dishonest 
dealing, and failure of the scheme was the result. Then, too, 
there were a large number of independent operators. Among 
these was the Pennsylvania Railroad, which carried one-ninth of 
the output, and who steadily refused to enter into any agreement. 
The Reading Company has always been a leader in these plans, 
and it may be said in its praise that it never violated an 
agreement. 

In 1892, McLeod, of the Reading, conceived the idea of con- 
solidation by lease; and succeeded, in 1893, in leasing the Central 
Railroad of New Jersey and the Lehigh Valley Railroad, thus 
securing the direct control of almost 49 per cent. of the total 
quantity of coal carried. The only rival to this combination was 
the Delaware, Lackawanna & Western Railroad, carrying about 
13.16 per cent.; but this road reached only the Northern field, 
while the three roads combined nearly monopolized two of the 
fields and had a perfect network of tracks in the third. At this 
time the roads were buying coal from the independent operators 
at 55 per cent. of tide-water prices. The Reading offered 60 per 
cent. if the operators would sign long contracts. Before the 
scheme failed, they had gathered from 70 to 80 per cent. of the 
entire business into their hands. McLeod conceived the idea of 
eliminating the middleman entirely by erecting large storage 
plants at New York and other large cities; and he actually did 
erect two near the Reading mines. This scheme seemed to 
promise much; but the panic of 1893 was the beginning of the 
end. The courts declared the combination illegal and it was 
dissolved. A period of low prices followed, touching the lowest 
in 1895. Practical consolidation was again reached in 1900 and 
1901. This consolidation, the modern “ community of interest ” 
idea, is the one under which the roads are now working. Under 
the present arrangement, the transportation companies pay the 
independent operators 65 per cent. of tide-water prices for all the 
coal they produce. 

Now, since the coal fields are so closely held and controlled, 
let us look a little into some of the savings that may be effected in 
addition to those possible under a consolidation of a general 
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business enterprise. There are savings which may be effected 
in the anthracite consumption as well as in the production and 
financial conduct of the business. 

In 1889, the State of Pennsylvania appointed a Commission to 
investigate the waste of coal mining with a view to the utilizing 
of the waste. This commission was composed of Mr. J. A. Price, 
Mr. Peter W. Sheafer, and Mr. Eckley B. Coxe. Both Mr. Price 
and Mr. Sheafer died before the completion of the report, and 
the vacant places were filled by Mr. Heber S. Thompson and Mr. 
William Griffith. The reporting commissioners were men whose 
word carried great weight in connection with anthracite ques- 
tions. They divided the waste of coal into two great classes— 
that due to (a) geological deposit and formation, with which the 
producer must deal; and (b) commercial causes, which might be 
reduced by a more scientific consumption of the coal. 

As to the first cause: In the first place, a very large portion 
of the original contents of the fields was carried away by erosion. 
Much of the remaining coal was rendered useless by distortion, 
to which the strata were subjected when upturned. In general, 
the percentage of marketable coal which can be obtained from 
any vein increases: 

Ist. With the smallness of the vein, down to a certain point. 

2d. The nearer the seam approaches a horizontal. 

3d. With the solidity of the roof; if the roof is not good it is 
necessary to leave large pillars. : 

4th. With the purity of the coal; if slate be distributed 
through a large vein, it may make it commercially valueless. 
This is really an important factor in determining the value of the 
small sizes obtainable from a vein. 

5th. If the veins can be worked without regard to the veins 
above and below. 

6th. If the amount of coal consumed in pumping is not exces- 
sive. It might happen that it would take more coal than a seam 
contained to keep the water out so that the miners could work. 

There are unavoidable wastes caused by mining. Pillars must 
be left to support the roof. In gaseous mines, these must be extra 
large between the air courses. In general, between a fourth and 
a third of the vein must be left if surface protection is desired. 
It is thus never possible to remove all the coal except by strip- 
ping—that is, by removing the earth where the coal-bearing 


218 











Centralized Consumption of Anthracite Coal. 


strata come near the surface, and removing the coal in the light 
of day. 

The avoidable waste caused by mining is a feature that pres- 
ent day control is reducing to a minimum. One of the largest 
causes of waste under less skillful mining than we have to-day 
was in leaving pillars too small to support the roof, which, upon 
falling, destroyed large quantities of coal that might have been 
won under better management. 

A great deal of waste is caused in the preparation of the coal 
for market. In order to burn economically, anthracite must be 
broken and sorted into pieces of approximately the same size and 
shape; and the machinery which performs these operations must 
be constructed with regard to coal upon which it is employed. 

The coal is dumped from the mine car into the breaker, 
where it passes over bars and is roughly sorted into the larger 
sizes. If there is a demand for the largest size, i. e., lump, the 
large pieces are diverted and run direct into the railroad cars. 
The demand for this size is comparatively limited, while the 
demand for domestic sizes, egg, stove, and chestnut, is much 
larger. The greater portion of the coal is sent between toothed 
rolls and broken into sizes to meet this demand. In breaking 
down the coal to make these domestic sizes, large quantities of 
small sizes, pea, buckwheat, rice, barley, and culm, are necessarily 
made. Very ingenious devices have been made and are in use to 
prepare and clean the coal for market. Years ago the slate was 
removed from the coal by boys and old men as it passed them in 
the chutes. The number of persons employed in performing this 
one feature of the preparation has been greatly reduced by the 
introduction of mechanical devices, most of which depend upon 
the fact that slate is heavier than the coal. The thing to be 
desired in preparing coal is to make as large a quantity of the 
large sizes with as small a proportion of small sizes as possible. 

Reference will be frequently made to the different sizes of coal, 
and it will be well to know just what these sizes are, and, in a 
general way, the uses of each. Lump, the largest size marketed, 
passes, as it leaves the mine car, over bars placed four inches 
apart; and is used principally for smelting iron. Broken passes 
over a two and three-quarters inch square mesh, and is used for 
furnaces. It is known as grate in the West. Egg passes over a 
two-inch mesh, and, together with stove and chestnut, is a popu- 
































219 











z 
h 
> 


The Journal of Accountancy. 


lar domestic fuel. Stove passes over a one and three-eighths inch 
mesh; and chestnut, over a three-quarters inch mesh. Pea, or 
peanut, as the term originated, is made over a one-half inch mesh. 
Until recently, it was used exclusively for steam purposes, but 
is becoming a much desired fuel for domestic consumption. It is 
used alone with success in furnaces and heaters, and is sometimes 
used with coal of larger size in furnaces to deaden the fire over 
night. It gives the best effect when utilized by those who under- 
stand how to handle it. Pea is the favorite coal for steamboats 
where a clean fuel and one that will burn with a natural draft 
is required. Buckwheat No. 1 is made over a one-quarter inch 
screen; is used largely for making steam and is gradually taking 
the place of pea for that purpose. Buckwheat No. 2, or rice, is 
made over a one-eighth inch screen and is purely a steam size. 
It is used to advantage in properly constructed plants where large 
quantities of coal are consumed. It is especially valuable for 
steam distributing plants, for electric light and power companies, 
for electric railways and kindred operations. Buckwheat No. 3, 
or barley, passes over a three-thirty-seconds inch mesh, and is 
also used for steam purposes. Its value depends largely on the 
construction of the furnace and the skill of the stoker, which is 
true of each of the small sizes. It is also utilized by brick makers 
to mix with clay to facilitate the burning of the brick. Culm is 
the coal that passes through a three-thirty-seconds inch mesh. It 
is not shipped to market. F 

One of the great problems in connection with the production 
and marketing of anthracite is the utilization of the small sizes, 
which have to come into direct competition with bituminous coal 
as a producer of steam. Bituminous coal is widely distributed 
over the country, and consequently can be sent to the consuming 
markets with comparatively little expense. It is used practically 
run-of-mine, or roughly sized, and therefore its production 
requires no expensive outlay for breakers, machinery, etc. It 
needs no blasting, and consequently the cost of production is very 
much lower than anthracite, where all these items are present, 
together with a rapidly diminishing area of coal-bearing 
formations, as against a practically unlimited supply of 
bituminous coal. 

Many attempts have been made to utilize the smallest sizes 
of anthracite with more or less success. A number of attempts 
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have been made to coke it in connection with bituminous coal; 
and, while a technical success, the coke produced cannot compete 
with that produced from bituminous coking coals. Culm and 
small sizes are used very successfully in making steam when 
mixed with bituminous coal. The coal so used is principally the 
screenings from the yards located at the large cities. It would 
not pay to ship culm from the mines for such consumption. 
Small sizes are used at the oil refineries after mixing with the 
residuum of the works which is obtained by cleaning the stills 
after the oil has been run off. The refuse from the stills burns 
quickly and with intense heat which ignites the coal. Naturally 
the field for this sort of utilization of the culm is limited. The 
utilization of culm for the manufacture of artificial fuel is more 
of a success abroad than it is in this country. The slack of the 
bituminous operations or the culm of the anthracite is mixed with 
some binding material, such as lime, clay, cement, tar, pitch, 
bitumen, starch, or other glutinous material. The mixture is 
compressed into blocks of various sizes and burned as coal of the 
same size is burned. Eighty-nine patents were granted in this 
country from 1837 to 1892 for the manufacture of this kind of 
fuel. The combining articles are almost legion. Some of the 
plants were and are successful, and the conditions which caused 
them to suspend manufacture were not those incident to the value 
of the fuel as a means of producing heat. Efforts have been 
made to burn pulverized fuel as a gas, which has resulted in 
technical even though not practical success. The difficulty in this 
operation is that the coal must be reduced to an impalpable mass ; 
and, while this would not be a difficult operation if pure anthra- 
cite were used, it is not practicable to so reduce culm, which of 
necessity contains large quantities of slate and other hard 
material. 

In late years, the operators have been using the refuse 
from the mines to fill up old workings, by flushing the 
waste back into them. The chamber where the operation 
has been completed is first closed up and boards erected 
at the opening. The water, laden with the refuse, is turned 
into the chamber through a six-inch main. The chamber then 
becomes a sump basin, the refuse settles, the water runs off and is 
pumped to the surface. The chamber is filled in so closely by this 
method that the hand can hardly be placed between the top of the 
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refuse and the roof of the chamber. If the water runs down hill 
or on a level, three or four pounds of water will carry two pounds 
of dirt consisting of coal dust or slate. If the chamber rises from 
ten to one hundred feet above the level of the shaft, it takes from 
three to six pounds of water to carry one pound of dirt. The 
great saving by this method is that in the end this refuse 
hardens so solidly that the pillars which are now left to support 
the surface may be removed while the refuse will take their 
place. An appreciable per cent. of cost is also saved by not 
employing men on the banks to care for the refuse as it comes 
from the breakers. It releases valuable surface and saves 
litigation arising from pollution of the streams. 

It must not be thought that the many efforts to make use of 
the smaller sizes and culm are because their use has been a source 
of discouragement to the consumer. They have been burned in 
large quantities with a great saving in cost of fuel. However, 
the furnace and the grate should be made to suit the fuel. Small 
sizes can be burned successfully only with a forced draft. The 
best results have been obtained by a combination of suction in the 
stack and a blowing of air in the ash-pit. 

One of the recommendations of the Anthracite Waste Com- 
mission was to the effect that large factories move to the coal 
fields where the small sizes of coal could be bought from twenty 
to eighty cents per ton, and then ship their finished products. 
They called attention to the fact that only men and. boys are 
employed at the mines, and that there is a large force of unem- 
ployed female labor there which could be utilized in factories. 
While fuel and labor are large items of cost, we must not lose 
sight of the fact that the raw materials must be carried to the 
factory and the finished goods to market. Unless the raw 
materials can be produced at or near the mines, or can be left 
there for finishing on the way to the factory, it would be better to 
ship coal one way than to ship goods once as raw material and 
again as finished product. 

The supply of Pennsylvania anthracite is limited. In round 
figures, it will last about one hundred years. Such a peculiar 
deposit as this should be scientifically mined and conservatively 
used. It should be regarded as a national trust. It need not neces- 
sarily be operated by the Government, but at least no encourage- 
ment should be given to its exportation, and we should be allowed 
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to import coal if it can be obtained more cheaply from some other 
source than it is produced at home. As noted in the opening of 
this paper, there is coal in almost every country in the world. If 
they need the coal it would be to their benefit if they be compelled 
to mine it in order to get it. If coal is cheap in a country, its 
manufactures flourish. As for ourselves, let us use our own coal; 
let us transfer its latent value to some of the raw products we 
are exporting and get the most out of our abundance of raw 
materials. 

Since the supply of anthracite is so limited, we must be more 
and more conservative in its use. This will come about as an 
economic development, since “ Necessity is the mother of inven- 
tion.” We shall find new ways of burning coal so as to utilize 
a larger amount of the heat stored therein. We shall learn how 
to mine and prepare the coal even better than we do now. 
Smaller sizes may be used for domestic purposes than at the 
present time, but it is not likely that sizes below pea will ever be 
used very extensively for this kind of consumption. If some 
method could be discovered by which a greater quantity of small 
sizes could be consumed with profit, the burden of production 
would fall less heavily on the domestic sizes and so give us a 
domestic fuel at a less rapidly rising price. A suggestion as to 
how this may be accomplished will be presented in a subsequent 
paper. 





New Jersey. 


At a recent meeting of the Society of Certified Public Accountants of 
New Jersey a report of the delegates to the convention of The American 
Association of Public Accountants in St. Paul, Minn., on October 14, 15 
and 16, was made by Vice-President T. Cullen Roberts, of Hoboken. 

President Frank G. DuBois, who was also a delegate to the conven- 
tion, and who is president of the State Board of Public Accountants, re- 
ported that there are new forty-eight experts who have received State 
certificates as certified public accountants in this State since the enact- 
ment of the law in 1904. Financial and business institutions now recog- 
nize the fact that qualified experts, who are certified under the laws of our 
State, can be relied upon. 

The Society, formerly composed of Fellows only (C. P. A.’s), has 
decided to admit all associate members. These accountants must be in 
the regular employ of Certified Public Accountants, and must be recom- 
mended by Fellows of the society. This is done to inspire them to become 
Certified Public Accountants. Two applicants have already been admitted 
to associate membership. 
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Schemes for Currency Reform. 


By JoseEPH FRENCH JOHNSON, 
Dean of New York University School of Commerce. 


The currency panic of October, 1907, from the evil effects of 
which the country has not yet recovered, has made the subject 
of currency reform one of first importance. It is almost certain 
that Congress will endeavor during its present session to improve 
the present currency system. It is worth while, therefore, to con- 
sider the important defects of the system and to review the plans 
for betterment which are likely to have the strongest support in 
Congress. That is the purpose of this article. 

Agitation for the improvement of our currency has been 
under way since 1896. That year marked the culmination of a 
long battle over the monetary standard, the decision being in 
favor of gold. The question of the standard having been settled, 
reformers immediately began an agitation for improvement of the 
currency system based upon the standard. Gold is the real money 
in this country, yet very few exchanges are mediated by means 
of gold, most payments being made either with some kind of 
paper money or with a check. When one speaks of the evils of 
our currency system, reference is always to the paper money and 
not to the gold standard nor to the bank check. 

As a result of the discussion which began in 1897, there is now 
a pretty general agreement on the following points: 

(1) That the National Bank Note system is unsatisfactory 
because the circulation is not elastic, the issues of notes being 
governed by the prices of Government bonds, and not by the 
needs of business. 

(2) That some change should be made in the relation between 
the National Treasury and the money-market in order that the 
collection and disbursement of federal revenues may not alter- 
nately produce contraction and inflation of the supply of currency. 

Most currency reform schemes deal solely with the first 
point. The need of an elastic element in the currency is now 
generally recognized by bankers and business men, and human 
experience has found no means of supplying this element other 
than the bank note. Government credit money, such as the 
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greenback and the silver dollar, is incapable of expansion and 
contraction. Its volume is fixed by Congress and cannot be 
changed except by act of Congress. A bank note, however, is 
a piece of bank credit like the bank deposit, and if banks were 
as free to issue notes as they are to extend their deposit liabil- 
ities, the volume of notes in circulation would always expand and 
contract with the business needs of the community, just as does 
the volume of checks at the present time. 

The elasticity of bank currency has been proven by 
experience in this and other countries. In Canada, for example, 
banks expand their note credits with almost as much freedom as 
they do their deposit credits. If a customer borrows $10,000 of 
a Canadian bank, the bank can, with equal ease, give him $10,000 
in notes or a deposit account for $10,000. Whichever the cus- 
tomer desires the bank grants, and in either case its liabilities are 
the same. If it gives notes it makes due preparation to redeem 
the notes as they are presented to the clearing house; if it gives 
a deposit account, it makes the same preparation to take care of 
checks. In order to protect innocent holders of notes and to give 
them general currency throughout the Dominion, the law provides 
for the maintenance of a 5 per cent. guaranty fund and for the 
redemption of all notes in at least one city of each Province. 
The law also limits the issue of notes to the paid-in capital of the 
bank. This system has been in operation in Canada nearly 
twenty years, and no bank note has yet gone unredeemed. Dur- 
ing these years Canada has never suffered from currency 
stringency. In the fall, when the need for currency is largest, 
the total circulation of Canadian banks is some $20,000,000 
greater than in the spring. Canada now has thirty-five banks 
with over 1,000 branches. The minimum capital of a Canadian 
bank is $500,000. The total capital of Canada’s thirty-five banks, 
not including surplus, is now nearly $100,000,000. 

The best illustration of such a system of bank note issue 
afforded by the United States was the old Suffolk Banking 
system in operation in New England from 1820 to 1861. Under 
this system Boston was the redemption center for all note-issuing 
banks in New England, and on account of the daily redemption in 
that city the total circulation of New England banks never rose 
above the amount actually needed by the people, being large in 
busy seasons and small in dull seasons. Bank notes were not 
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secured by any deposit of collateral, yet the losses from bank 
failures in New England under the operation of this system were 
less than in those States where a deposit of collateral security 
was required. 

It is not necessary for me to make a detailed argument for the 
bank note based upon the general assets of the bank. This subject 
has been thoroughly threshed out in recent years, and the argu- 
ment needs no restatement at the present time. Practically all 
students of banking are agreed that under proper conditions 
banks can safely be permitted to issue notes secured only by their 
general assets. It is also agreed that a circulation thus obtained 
is more elastic and satisfactory than any other can be. People 
who deny these two propositions, it is morally certain, have never 
made a careful study of either banking theory or banking 
experience. 

But when it is proposed to introduce asset currency into the 
United States, there exist some very reasonable grounds for 
differences of opinion. In this country there are over six thou- 
sand National banks now issuing notes secured by deposit of 
Government bonds with the Treasurer of the United States. 
These notes now amount to about $700,000,000. There is also 
in existence over $300,000,000 of United States notes, nearly 
$500,000,000 of silver certificates and about $750,000,000 of gold 
certificates. Can we safely graft upon this complex currency 
system a bank note circulation based solely upon the assets of 
banks? A man may thoroughly believe in the superiority of the 
Canadian and Suffolk banking systems, and yet, without incon- 
sistency, answer that question in the negative. If this were a 
new country and a banking system were about to be introduced, 
the Canadian system might safely and wisely be copied, but under 
existing conditions I fear that any attempt to introduce such a sys- 
tem, or anything similar to it, would be fraught with great peril. 

In order to make my position clear I call especial attention 
to the truth of the two following propositions : 

First, no bank currency can be elastic unless the limit of pos- 
sible issue exceeds the maximum demand for currency. 

Second, no country can have a really elastic bank currency 
so long as any “lawful” paper money of the same denominations 
is in circulation. 

I call attention to these two propositions because they are of 
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decisive importance, and yet have been quite commonly ignored 
in the discussion of the subject. With regard to the first, it must 
be evident to the most casual student that a banking circulation 
must cease to possess elasticity the moment the banks have put 
forth all the notes the law permits. For example, Canadian banks 
have never yet quite reached the limit. As a result, when a 
Canadian bank takes in the notes of other banks it is under the 
strongest possible inducement not to hold them for use as counter 
money, but to send them home for redemption. Thereby it 
increases its reserve of lawful money and is enabled to use its own 
bank notes as counter money. But if all of its own notes were 
in circulation, not only would it be unable to respond to any 
increased demand for currency, but it would aiso be willing to use 
the notes of other banks as counter money, so that the circulation 
as a whole would fail on the side of contraction as well as on the 
side of expansion." 

Evidently then, any scheme for the issue of bank notes in the 
United States which fixes a limit that can be readily attained by 
the issuing banks would fail to furnish an elastic currency. It 
would simply result in an increased issue of bank notes, from 
which the country would derive no benefit. 

The truth of the second proposition may perhaps not be seen 
so easily without illustration. It means this: If our National 
banks are to be given the right to issue notes more freely than at 
present, whether secured by divers kinds of bonds or by the gen- 
eral assets of the banks, no elasticity will result so long as any 
other forms of paper money remain in circulation among the 
people. November 30, 1907, there were in circulation the fol- 
lowing amounts of Government paper money: 





CE CO oo cn ccavenwecnctus $747,000,000 
NE GUD oc cb ces ccsckenens 472,000,000 

United States Notes and Treasury 
SE 66.6 40 5469006000 Fee ae 350,000,000 
ites aii ii wie Rita la il $1,569,000,000 


*Here we have one of the weaknesses of our own banking circulation. 
As soon as our National banks get into circulation all the notes which have 
been issued to them against bonds deposited—and usually that is easily 
accomplished—they begin at once to treat the notes of other banks as part 
of their cash and to pay them out indiscriminately together with green- 
backs and silver certificates. 
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At this time the reserves of National banks amounted to above 
$700,000,000, of which probably $250,000,000 was in the form of 
gold coin and bullion, and $450,000,000 in gold certificates and 
legal tenders. It follows, therefore, that about $1,100,000,000 of 
Government paper money was in circulation outside of the 
National banks. Of this amount $170,000,000 was in one and 
two-dollar bills and could not be replaced by bank notes if the 
lowest denomination of these was five dollars. We may con- 
clude, however, that there is now in use among the people of the 
United States at least $900,000,000 of paper money, all of it law- 
ful or reserve money, and doing work which can be done equally 
well by bank notes. It is in people’s pockets, in the tills of shop- 
keepers and in the vaults of State banking institutions. I wish to 
make it clear that no scheme providing for a more liberal issue 
of notes by National banks can result in elasticity until bank 
notes have taken the place in our circulation of all this 
$900,000,000 of paper money. 

Let us by way of illustration examine the measure recom- 
mended to Congress by the American Bankers’ Association. In 
this measure it was proposed that National banks be authorized 
to issue unsecured notes to the extent of 40 per cent. of their 
bond secured circulation, said notes to be taxed at the rate of 
2% per cent.; also to issue an emergency circulation equal to 
12% per cent. of their capital, taxed at the rate of 5 or 6 per cent. 
per annum. It was also proposed that convenient redemption 
agencies should be maintained throughout the country, so that 
in general no bank should be more than twenty-four hours distant 
from a redemption center. Now the present capitalization of 
National banks is about $900,000,000. We may fairly assume 
that it would be $1,000,000,000 within a year or two after a 
measure of this sort shall have taken effect. As the measure pro- 
vides that the total circulation of a bank shall not exceed its 
capital stock, it is evident that with such a law in force at the 
present time the National banking circulation could be only 
$300,000,000 larger than it is now. Indeed, the advocates of the 
measure do not contemplate any such increase of the circulation. 
They hold that on account of the ease with which redemption 
could be obtained the volume of bank notes could not be increased 
unless there was an actual increase in the demand for hand-to- 
hand money. In this view, it seems to me, they are mistaken. 


228 





Schemes for Currency Reform. 


It must be admitted that a bank having on hand a supply of its 
own notes will always pay them out in preference to other forms 
of currency. As greenbacks and other forms of lawful money 
flow into such a bank, they will certainly be added to its reserve, 
while the cash payments will be made in the notes of the bank. It 
follows, therefore, that if the National banks of the country had 
on hand $300,000,000 in their own bank notes a constant stream 
of fresh bank notes would be going into circulation and an equally 
large flow of lawful money would be'disappearing from circula- 
tion into the reserve vaults of the banks. The fact that redemp- 
tion was made easy would not stop this substitution of bank notes 
for reserve money. It would simply make the process of sub- 
stitution a little slower than it otherwise would be, but the process 
itself would go on until finally each bank had got into circulation 
all its authorized issue and was holding in its stead an equivalent 
amount of lawful money. The net result, therefore, would be 
merely the substitution in the country’s circulating medium of 
$300,000,000 in bank notes for $300,000,000 in lawful money, 
and a corresponding increase in the banking reserves of the 
country. Such an increase of banking reserves, unless brought 
about during a period of extraordinary increase in the need for 
money, would evidently mean inflation, an artificial stimulus to 
prices, and a large export movement of gold. And at the end, 
after the banks had issued notes to the authorized limit, the cur- 
rency would be practically as inelastic as it was at the beginning, 
for each bank would have put into circulation all its authorized 
issue and would be powerless to respond to any increased demand 
for currency. ' 

If I am right in this conclusion, it follows that no plan for the 
issue of bank notes by National banks can add an elastic element 
to the currency unless it provides for the easy issue of over 
$900,000,000 of bank notes, and it could not be in effective opera- 
tion until bank notes had taken the place in the country’s circulat- 
ing medium of about $900,000,000 of lawful money. After all 
that amount of Government credit money—U. S. notes, gold cer- 
tificates, and silver certificates—had been displaced by bank notes, 
then further issues of bank notes would be impossible unless 
there were an actual increase in the need for currency. 

We should then have a really elastic currency, and with the 
exception of one and two-dollar bills, it would consist entirely 
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of bank notes. But this end, desirable as it is, cannot be reached 
except by a most perilous path. Evidently, if our banks are to 
substitute bank notes for the lawful money now doing service as 
pocket and till money, the reserves of the banks must absorb some 
$900,000,000 of lawful money during the process. This would 
mean a doubling of the lawful money reserves of our National 
banks and a possible doubling of discounts and deposits. Such 
an expansion of credit would almost certainly bring on an out- 
flow of gold that might cause great alarm among business men 
and would certainly prove a serious strain upon the resources of 
our National Treasury. 

The real objection, then, to asset currency in the United 
States, does not lie in the nature of such currency, but in the peril 
which, under existing conditions, must attend its introduction. 
The United States has never had better currency of any kind than 
that supplied before the Civil War by the banks of New England, 
and no country now has better currency than that supplied by the 
banks of Canada. Yet when we analyze any scheme proposing 
that our National banks be permitted to furnish us similar cur- 
rency in this country, we are brought immediately face to face 
with the difficulties and perils of transition. The real question is, 
not what is a good system of bank note issue, but how can we 
pass from our present bad system to one that is good? 

Having in mind these difficulties and dangers the Special 
Currency Committee of the Chamber of Commerce in the Report 
made in November, 1906, most strongly recommended the estab- 
lishment of a Central Bank of Issue, under Government control, 
believing that such an institution, since it would be responsible for 
the redemption of all Government credit-money, might safely be 
charged with the duty of satisfying the fluctuating currency needs 
of the country. The committee, however, did not feel confident 
that the recommendation would receive immediate favor in Con- 
gress, and hence suggested an alternative measure, which might 
afford temporary relief. This measure provides for an unsecured 
issue of notes by National banks subject to a graduated tax rang- 
ing from 2 to 6 per cent., the tax rate rising as the volume of 
notes issued by a bank increased. As I have already pointed out, 
if our currency system were saturated with bank notes, no tax 
would ever be necessary to compel the homing of notes when 
their work was done, but when a bank note can easily take the 
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plaee of a greenback, silver certificate or gold certificate, as is 
now the case, an artificial device to secure contraction is cer- 
tainly necessary. It is doubtful, however, if the graduated tax 
would prove a satisfactory or effective device for this purpose. 
Many banks would certainly issue the 2 per cent. currency in 
ordinary times, while others would keep 3 or 4 per cent. currency 
constantly in circulation, so that the capacity for expansion in 
September, when the crop moving demand begins to be felt, 
would be much less than it ought to be. Nevertheless, this gradu- 
ated tax plan, artificial and unnatural as it undoubtedly is, seems 
to me the most prudent measure which has yet been suggested 
for the introduction of an elastic element into our National bank- 
ing circulation. It is a plan which Congress might safely venture 
to put into operation during a period of prosperity, rising prices 
anc increasing demand for currency. I believe it would be un- 
wise, however, to try such a scheme at the present time. The 
country appears to be entering upon an era of mercantile and 
industrial quietude, the need for currency being likely to decrease 
rather than to increase. Furthermore, our monetary circulation 


during the last few months has been swollen to the extent of 
$200,000,000, part gold and part bank notes, and it is to be ex- 
pected, if not feared, that a large outflow of gold will soon take 
place. With our currency in this redundant condition and with 
uncertainty prevailing as to the future, it would be unwise to 
enact any law that would render possible the slightest degree of 
inflation. 


The measures providing for an issue of emergency currency 
belong in a class by themselves. Such measures do not aim to 
furnish an elastic currency, one that shall expand in the autumn 
and contract in the spring, but merely provide for an increased 
issue of currency in periods of financial stress. In order that the 
notes may be retired as soon as the stress is over, they are made 
subject to a tax of 5 or 6 per cent. Senator Aldrich has recently 
introduced an emergency currency bill which, according to reports 
from Washington, is the only measure having any chance of 
enactment at the present session. It provides for a maximum 
issue by National banks of $250,000,000 of notes taxed at the 
rate of 6 per cent. and secured by a deposit of municipal or other 
gilt-edged bonds. The enactment of this bill would almost cer- 
tainly make the situation worse than it is now. During the panics 
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of 1893 and 1907 the banks of the country made free use of 
emergency currency. Experience has proved that clearing house 
certificates backed by commercial assets of banks can safely be 
relied upon to satisfy the local need for currency in times of 
panic. It may be well to place a legal sanction on this kind of 
currency, but it is impossible to see why anything more should be 
attempted. As for Senator Aldrich’s bill, if one of its effects shall 
be to prevent the issue of clearing house currency, such as the 
country used in November and December of 1907, it would leave 
the banks in a worse plight than they are now. Commercial banks 
do not make a practice of owning bonds of any kind. These are 
fixed assets and have no place on the ledger of a commercial 
bank. If Senator Aldrich’s bill should become a law, only a small 
number of the National banks of this country would be in a posi- 
tion to avail themselves of its privileges. At the very time when 
merchants most needed help, such a law would tend to draw the 
liquid capital of the country away from business into various 
forms of long-time investment. It is difficult to believe that a 
measure so impotent and so unsound in principle will receive the 
approval of Congress. 


It should be clearly understood that from the issue of a highly 
taxed emergency currency nothing can be expected until after a 
panic is under way, for banks will not issue such currency until 
panic conditions prevail. Advocates of this kind of currency have 
no right to cite the Bank of Germany as an illustration of its 
advantages. The capital stock of that institution is owned by 
private citizens, but it is managed by officers appointed by the 
Government, and these officers are not stockholders. Under its 
charter the bank is permitted to issue emergency currency taxed 
5 per cent., and such currency it has frequently issued in periods 
of stringency not serious in character, thus quickly relieving 
a tense situation. The governors of the bank give little thought 
to the question of profit. It is their duty, in so far as possible, to 
protect the financial and commercial interests of Germany, and 
if in their opinion a larger circulation of notes is needed, more 
notes are put forth without regard to the probable effect upon 
stockholders’ dividends. Indeed, the Reichsbank has exceeded 
the regular limit of note issue at times when the rate of interest 
in Berlin was less than 5 per cent. We could not expect that any 
such broad policy or patriotic motives would regulate the issu- 
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ance of emergency currency by the National banks of this coun- 
try. If the tax were fixed at 6 per cent., it is doubtful if any 
bank would put such notes into circulation unless the managers 
felt pretty certain that the discount rate was to stand at 8 per cent. 
or higher for some time. An advance in the call loan rate for 
money would not be sufficient to warrant the issue of a highly 
taxed emergency currency, for the call loan rate is notoriously 
unstable. 

If, therefore, Congress is to do no more at this session than 
to provide for an issue of emergency notes, the fact should be 
generally recognized that no real and final improvement of our 
currency system has been attempted, for it would be a calamity 
if the vital question of currency reform should, by the enactment 
of such a measure, be laid on the shelf. Furthermore, if the 
measure is to possess palliative potency in time of panic, it must 
give the banks authority to issue taxed notes the moment they 
are needed. In my judgment, such notes would be entirely safe, 
and the Government could safely undertake their redemption, 
even though they were buttressed by no deposit of collateral. If 
no bank were permitted to issue these notes except with the 
approval of the Secretary of the Treasury and the Comptroller 
of the Treasury—officials who have abundant means of ascertain- 
ing the exact condition of every National bank in the country—it 
is most unlikely that there would be any default. Even if a panic 
swept away some of the banks which had issued emergency 
circulation, the Government would be amply protected by its lien 
upon the assets and by the safety fund created by the tax. How- 
ever, if the so-called conservative men in Congress cannot be 
persuaded to indorse the emergency issue of unsecured notes, 
let the required security consist of the ordinary assets of com- 
mercial banks. If, furthermore, the law require that the security 
be approved and guaranteed by some responsible clearing house, 
then the possibility of loss through issue of emergency notes 
would be practically zero. 

There remains to be noticed one other plan for the amend- 
ment of the National banking system of note-issue. It deserves 
notice because it has many advocates among bankers throughout 
the country and because it is the most defective and vicious 
scheme which has any large numbers of supporters. This plan 
proposes that National banks shall be permitted to issue notes 
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secured by bonds other than Government. Its advocates ap- 
parently think that the defects of our National banking circulation 
are due entirely to the scarcity of Government bonds. What 
they seem to aim at is a larger circulation rather than a more 
elastic circulation. 

It can easily be seen that the scarcity of Government bonds has 
nothing whatever to do with the inelasticity of our currency. If 
the National debt were three times its present amount, our Na- 
tional banking circulation would doubtless be larger than now, 
but it would not be a bit more elastic. The true nature of the 
National bank note is not commonly understood. It is really a 
sort of back door greenback. With the exception of the silver 
certificates and treasury notes of 1890, the United States has 
nominally issued no paper money since the Civil War, yet in 
reality it has issued paper money every time it has negotiated an 
issue of Government bonds. The National bank note is merely a 
Government bond made payable to bearer and stripped of its 
interest. Practically the only limit to the issue of the notes is the 
amount of available Government bonds. If the law should also 
permit the issue of notes against certain railway and municipal 
bonds, there would be no limit to the amount of notes which might 
be issued, and the circulation would increase until every other 
form of paper money had been eliminated. Inflation of this kind 
would drive gold from the country in large quantities and doubt- 
less cause much apprehension if not panic. : 

If I am right in my analysis of the various schemes for the 
improvement of our National banking circulation, we are forced 
to the conclusion that none can safely be tried unless the green- 
backs and silver dollars are either retired or “ demonetized.” 
Popular disapproval would doubtless block any attempt at the 
retirement of outstanding Government credit money. Its partial 
demonetization however is feasible, for that could be accomplished 
by the simple requirement that the reserves of National banks shall 
consist of gold either entirely or to the extent of 90 per cent. If 
such a law were enacted, at least $200,000,000 in gold certificates 
would be drawn into banking reserves to take the place of green- 
backs and silver. Even then about $300,000,000 in gold certificates 
would remain in circulation among the people, displaceable by 
bank notes. 

It is by no means certain, indeed, that bank notes would not 
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displace greenbacks and silver certificates even though these could 
no longer be counted in bank reserves. Since they would be 
exchangeable for gold at the United States Treasury, a bank 
would naturally regard them as the equivalent of reserve money 
and hence would not be likely to pay them out so long as the stock 
of its own notes was unexhausted. 

There is, therefore, only one means of escape from our cur- 
rency dilemma, and that is a Central Bank of Issue under Govern- 
ment control. We are forced to the conclusion that the 
Central Bank of Issue is not only the best but really the most 
practicable solution of our currency problem. Such a bank would 
be an arm of the Federal treasury and the various forms of Gov- 
ernment credit money now in circulation would figure among its 
liabilities exactly as would its own notes. It could not inflate the 
currency without immediate payment of the penalty, for the 
resultant export demand for gold would be directed against its 
own reserve. 





Corporate Management Compared With 
Government Control.* 


By Exijau W. Seuts, C. P. A. 
President of The American Association of Public Accountants. 


Mr. TOASTMASTER, PRESIDENT, MEMBERS OF THE SOCIETY OF 
CERTIFIED PUBLIC ACCOUNTANTS OF THE STATE OF NEW 
JERSEY, AND GUESTS: 

To be thought worthy of being asked to respond to a toast 
to “ The American Association of Public Accountants ” is highly 
appreciated. That Association in turn extends to you its hearty 
congratulations upon the attainment of your tenth anniversary, 
and wishes for you, in the years to come, all prosperity, and that 
the highest standard in the development of your young profession 
may be realized in the membership of your Society. Your Presi- 
dent, who has been on the Executive Committee of the Ameri- 
can Association during the past year, and your Vice-President, 
who is the Secretary, are both well informed respecting the affairs 
of the American Association, and have doubtless kept you well 
informed. I need not, therefore, talk to you about it. 

The Society of Certified Public Accountants of the State of 
New Jersey occupies a prominent position in the American Asso- 
ciation. It is the third largest Society, and it is especially con- 
spicuous because more corporations and more corporate capital 
have their corporate home in the State of New Jersey than in 
any other State. And so I want to take this occasion to discuss 
with you, and in a spirit that shall lack neither candor nor 
courage, certain public questions upon which the experience of 
a public accountant is competent to throw light, although rather 
serious for such a gathering as this. 

The position of the public accountant in respect to corpora- 
tions and their management is always an independent one. 
Unlike the attorney he is not expected to make out a case. The 
character of the service he renders is impersonal. All he can do 


* Remarks at the anniversary dinner of the Society of Certified Public Accountants of 
the State of New Jersey, January 20, 1908. 
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is to tell what the facts are, and they exist for his examination 
in forms so tangible and so subject to other scrutiny than his own 
that even if he were willing to prostitute his calling he would 
never dare to do so. It is equally true that the knowledge he 
obtains of the affairs of corporations is necessarily intimate, 
accurate, and substantially complete. 


Our country just now is passing through a period of acute 
financial stringency. The securities representing its properties 
are selling at prices that range from 30 to 60 per cent. 
lower than were obtained for them one year ago. The money 
needed to keep business going is harder to get to-day than was 
any sum, however great, for the extension and development of 
business one year ago, and the questions, What is the matter? 
How has this come about? Who is responsible? are on every- 
body’s tongue. The answers that are so generously provided 
seem to me very wide of the mark. Usually they involve grave 
reflections upon corporate management, and usually they come 
from a class of people who are particularly glib with their tongue 
or ready with their pen, and who seem to have no other qualifica- 
tion for throwing light upon so grave a problem. We are told 
that the corporation managers are dishonest; that they “ exploit ” 
the people and their utilities; that they put their own enrichment 
above their duty to the stockholding interest or to the patronizing 
public; and that before there can be a return of the splendid pros- 
perity we were enjoying, the Corporation must be regulated and 
the Government must step in with a sharp eye and a big stick. 


My experience in the conduct of independent and impartial 
examinations of books of account and affairs has covered many 
years and has been concerned with the Federal Government, 
State Governments, and City Governments. It has covered 
the field also of railway, street railway, light, power, and other 
public service corporations. It has dealt with industrial corpora- 
tions, the so-called “trusts.” It has taken me into banks, trust 
companies, and insurance companies ; into educational and chari- 
table institutions. I think I may say it has taken me pretty gen- 
erally over the whole field of public and private business, and if I 
am to judge by what my eyes have seen, it is the unassailable truth 
that almost any one of the men who stand at the head of our great 
business institutions is far more competent to run the Govern- 
ment, and would run it more economically, more wisely, and more 
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honestly, than any of those who are in the business of running 
governments, 


I know as a matter of fact that the management of our great 
properties is generally intelligent and economical, and that the 
management of our Government bureaus is generally loose, irreg- 
ular, and frequently dishonest; and when I read the articles with 
which so many of our newspapers and magazines are filled now- 
adays, reflecting on the men whose genius is developing the coun- 
try’s resources, and when I hear the proposals of politicians, from 
the most eminent to the least, for the passage of laws to hamper 
and restrict the energies of these men on the theory that their 
integrity is open to suspicion, my mind inevitably brings up the 
contrast that I always observe between a corporation’s way of 
doing things and a government’s, as disclosed by their respective 
records and books of account. 


For the purpose of this comparison, incompetency and dis- 
honesty need not be separated. Putting them together it is my 
deliberate estimate, that, judged by the highest standards pre- 
vailing in the best conducted corporations, there is less than 10 


per cent. of both among men in the management of corporations 
generally, and at least 90 per cent. of both among public office 
holders, and I base this estimate upon my experience as a public 
accountant. 

The men intrusted with the management of the corporations 
are better fitted to administer the affairs of such corporations and 
to exercise judgment in matters concerning both the investor and 
the public which takes their product or utilizes their franchises, 
than are those men who hold public office qualified to fill even 
their own positions, much less to undertake administrative con- 
trol over corporations. The facts that prove this do not deal with 
the mere matter of honesty and efficiency. The organization of a 
public bureau is much less compact, much less harmonious in its 
operation, than the organization of a great railway or a great in- 
dustrial corporation. The men at the head of such business 
organizations, in practically every case, are experts, working 
diligently, in harmony, and ready to work to the limit of their 
endurance, with full and direct control of their subordinates. On 
the other hand, nothing can be more notorious (the results are 
obvious to every public accountant who investigates) than the 
fact that in nine cases out of ten the head of a public department 
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spends most of his time promoting his political interests, and the 
employees generally, protected by the civil service regulations, 
are looking to see how little rather than how much work they can 
get into their appointed short hours. 

We are not without information of the effects upon great 
business industries of being hampered by government regulation, 
as compared with the effect of being let alone. It is rare, of 
course, that conditions common to a great business are due to a 
single cause, but in this instance the signs point that way. The 
two greatest business interests of the country are represented by 
the railways and by agriculture, and they are particularly inter- 
related. Everything that tends to restrain capital from investing 
in railway enterprises; everything that holds back the exten- 
sion of railway enterprises into new and undeveloped country, 
checks the settlement of new farms and the production of new 
crops. The manufacturer on the other hand finds his interests 
facilitated by the erection of his factories and shops in old and 
closely settled communities where the transportation problem is 
already fully solved. So, note the comparison. 

In addition to a vast amount of State legislation in restraint 
of railways that began at about the time the Interstate Commerce 
Act was passed in 1887, that evil enactment, with its subsequent 
amendments, ushered in the era of restriction and introduced the 
period of railway persecution by law. Prior to that time railway 
construction had progressed in line with the development of busi- 
ness generally, but since that day, notwithstanding the enormous 
increase of capital resources, the railway industry has fallen far 
below other lines of development, and with it also has fallen the 
principal agricultural interests. 


From 1878 to 1887 the average number of miles of railways 
constructed per annum was 7,013, but in the ten years following 
the passage of this Act, the average was only 3,537, or a falling 
off of about 50 per cent. A normal growth since 1887, to keep: 
pace with the development of industries generally, should show 
an average in excess of that which had distinguished the earlier 
period. No less than 12,876 miles of railway were constructed in 
the very year, 1887, in which the Interstate Commerce Act was 
passed ; since that time the largest year of construction was in the 
year following, 1888, when the total was only 6,900 miles. The: 
total mileage at the end of 1887 was 149,214; at the close of 1906. 
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the total mileage was 222,635, an increase during these nineteen 
years of only 49 per cent., while in the preceding nineteen years 
the increase had been 253 per cent. 


The explanation of this condition of things is not to be found 
in the suggestion that the country has been occupied. In the 
region west of the Mississippi, as suitable for development as any 
country through which any of the trans-continental lines were 
built, there were in 1904, outside of Alaska and Texas, no fewer 
than 473,836,000 acres of unoccupied public lands, while in Texas 
one-half of the area, or fully 84,000,000 acres, has not yet been 
penetrated by lines of railway. In the region west of the Missis- 
sippi where there is only a little over 100,000 miles of road, there 
is an area at the present time sufficient to support at least 50 per 
cent. more railway mileage. 

Note now the figures showing the development of businesses 
which have not been hampered by that sort of government regula- 
tion which hinders their management and frightens their in- 
vestors. National and State bank deposits increased from 
$1,737,000,000 in 1888 to $6,941,000,000 in 1906, or in the enor- 
mous measure of 299 per cent.; bank clearings increased from 
$49,098,000,000 to $159,808,000,000, or 225 per cent.; and the 
production of pig iron from 7,000,000 tons to 28,000,000 tons, or 
289 per cent. The Lake Superior iron ore shipments increased 
from 9,000,000 tons ‘n 1890 to 38,000,000 tons in 1906, or 324 
per cent. The statistics of manufactures for the period from 
1888 to 1906 are not available, but for the ten years from 1890 to 
1900 the capital invested in manufactures had increased from 
$6,525,000,000 to $9,835,000,000, or 50 per cent.; but the capital 
invested in railways had increased during those ten years from 
$10,021,000,000 to $11,892,000,000, or only in the measure of 18 
per cent., with a mileage in the measure of 16 per cent. 


The fact that the causes, whatever they are, which have 
throttled railway development, are also responsible for holding 
back the development of agriculture appears clearly enough in 
the fact that agriculture is the only other large industry which has 
not developed in proportion with the production of raw material, 
the growth of manufactures, and the increase of banking re- 
sources. Since the time when the Egyptian people began the sys- 
tem of rotating crops, agriculture has been the greatest source of 
national enrichment, and doubtless the greatest factor in the 
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civilization of the world. With all the lands that are available 
in this country still to be reached by railway construction, and 
with unlimited markets abroad for our agricultural products, the 
production of corn, wheat, and cotton increased not at all in keep- 
ing with other developments, but only approximately with the pro- 
gress of railway development. In the period from 1888 to 1906, 
the increase in the production of corn was from 1,988,000,000 
bushels to 2,927,000,000 bushels, or only 47 per cent.; that of 
wheat was from 416,000,000 bushels to 735,000,000 bushels, or 
only 77 per cent.; while that of cotton was from 6,941,000 bales 
to 13,290,000 bales, or only 91 per cent.; and the fact that cotton 
did better than wheat or corn is accounted for by the reinvigora- 
tion of the South. 


It is interesting also to note that the revenue to the investor 
from his interests in railways is far less than his revenue from an 
interest in manufactures. The average rate of net income on 
railway investments is only about 4 per cent., while the average 
net income from investments in manufactures is about 15 per cent. 


I want to quote, and with earnest approval, the language 


employed by President Hadley of Yale University, in a lecture 
on “ Ethics of Corporation Management,” delivered in the latter 
part of 1906: 


“ Personally, I am one of those who look with serious distrust on each 
extension of political activity. I believe that the Interstate Commerce 
Law did more to prevent wise railroad regulation than any other event 
in the history of the country. I think that the Courts would have dealt 
with our industrial problems better than they have done if the Anti-Trust 
Act had never been passed. I have gravely doubted the wisdom of some of 
the more recent measures passed by the National Government.” 


Christian Socialism, the equal protection of the individual 
rights of all, the doctrine of the Golden Rule, is the only sort of 
socialism that should exist in a free country where each man’s 
endowment of industry and ability should be permitted to achieve 
for him that full measure of success of which it is capable. 

The prejudice that has been aroused against the men who have 
written their names largest upon the geography of their country 
by railway construction and development, or whose genius has 
built up such corporate organizations as exist in steel, in oil, in 
the telegraph, and in other lines of industry; the prejudice that 
swept over the West in the days of Populism, and that now seems 
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so far to dictate the policies of both the great political parties that 
their old-time controversies are forgotten and they are merged in 
attacks upon the business of the country, is a prejudice that is 
based upon two false assumptions: first, that the men of great 
affairs are lacking in integrity, and, second, that the men of small 
affairs are oversupplied with it. I shall not say that the reverse 
is more nearly true, but I do say that almost every instance of 
great success in this country is an example of a combination, in 
the man who has accomplished it, of scrupulous honesty, great 
frugality of personal expenditure during the years of struggle, 
and unbounded industry; while as a commentary upon general 
good conduct of the masses as such, it is a pertinent remark that 
if during the last few years one of our largest street railway 
systems could have gathered into its treasury all the fares that 
were passed up to its conductors, together with all the fares for 
which it gave rides but for which the passengers had contrived to 
omit to pay, it would not now be in the hands of receivers. 

The loss to traction lines in all principal cities by the evasion 
and the dodging of passengers, and by the misconduct of conduct- 
ors, is estimated at from 5 to Io per cent. of their gross earnings. 
The aggregate loss to shareholders of traction companies through- 
out the country must amount to a great many millions of dollars 
annually. 

Now, gentlemen, a few words more about The American Asso- 
ciation. That Association voted at its last meeting to accept the 
invitation of The Pennsylvania Institute of Certified Public 
Accountants to hold its next annual meeting at Atlantic City, in 
this State, in October. It is understood that the Certified Public 
Accountants of the State of New Jersey and The New York 
State Society of Certified Public Accountants are to join with 
The Pennsylvania Institute of Certified Public Accountants in 
making the strongest host The American Association of Public 
Accountants, or, indeed any other gathering of public accountants 
in this country, has ever had. The Committee on Annual Meet- 
ing 1908 is very much alive to the needs of that occasion, and 
is already actively engaged in plans that promise much for our 
enlightenment and entertainment. 


I thank you for your attention. 
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EDITORIAL. 


Life Insurance and Valuations. 


The life insurance companies have during the recent financial 
disturbances been much exercised in regard to the valuation of 
their bonds, or fixed-term securities, in which a large part of their 
funds is invested. They are opening their eyes to the false and 
unphilosophical system which has been carelessly followed in the 
past, and it is believed that a scientific and logical method will be 
introduced. The companies are especially in a hard position from 
the fact that they are subject to the supervision of as many insur- 
ance commissioners as there are States in the Union, to say noth- 
ing of their foreign business. These officials must pass upon the 
solvency of the companies: that is, whether the assets which they 
hold are sufficient to meet in due time the liabilities for which they 
have pledged themselves, and which mature as deaths occur. As 
these officials, guided by their State laws and their own judgment, 
may greatly differ, it is possible for a company to be pronounced 
insolvent in some states and entirely solvent in others: a case 
analogous to that result of our dual system of government where- 
by a man who is single in Dakota is married in New Jersey, or 
sane while in Virginia, but insane as soon as he comes into New 
York. To add to the perplexity of the case, it may be said with 


243 











The Journal of Accountancy. 


moderation that not every one of the gentlemen in office is a 
trained insurance expert and accountant. 

The trouble arises from setting up an absolutely false and un- 
reliable standard of solvency, one based upon guess rather than 
upon facts, the so-called market value of securities having a fixed 
term and a fixed rate of interest. 

If you had a contract with an employee to work for you for 
ten years at $1,000 a year, would you consider the expense as 
only $800, because you know a man who would work for that? 
This would be the same kind, of absurdity involved in supposing 
that a bond which will certainly pay you 4 per cent. for thirty 
years to come has shrunk in its value to you because, through the 
result of circumstances, you could now buy it at a price which 
would pay 6 per cent. 

There are two different causes working to shift the values of 
term securities up and down. The first is the efflux of time, by 
which the value approaches nearer and nearer to par as the princi- 
pal comes nearer to maturity. The second cause is fluctuation in 
the force of interest, whether especially as to the particular form 
of investment or a general, universal rise or fall. The resultant 
of the time factor combined with the entering cost is a regular 
curve, mathematically ascertainable, passing from original cost 
at the time of making the investment to par at maturity. Those 
are facts, and from them can be deduced the exact correspond- 
ing value at any point. The aberrations caused by the shifting 
rate of interest transform the curve into an irregular series of 
sinuosities, now above and now below the line of the curve, but 
really governed by it. As the point of rest is approached, the 
oscillation diminishes and the normal line of the curve becomes 
predominant. 

If all the securities of a company were at par and bore 4 per 
cent. interest, there being no doubt of punctual payment of interest 
and principal, and the premiums on the policies were adjusted on 
a 4 per cent. basis—allowing for expenses—can there be any 
question that this company would at every moment be solvent; 
that is, in position to pay every claim as it matured? How could 
the ups and downs of the Stock Exchange dealings in that kind of 
security (even supposing them always bona fide) possibly affect 
the fact that the company will have a dollar in hand every time it 
has to meet a dollar of liability ? 
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This is of course an ideal hypothesis ; but the principle is true 
that to the company purchasing the security at a price whici 
makes it yield a certain rate of interest, that is the rate, which 
can not be varied except by actually selling. 

Buying a security above or below par is merely discounting a 
number of future cash payments. Let us discard the idea of a 
distinction between interest-cash and principal-cash, for it all 
looks alike. A ten year 6 per cent. bond for $1,000 is the right 
to receive twenty sums of $30 each at intervals of six months and 
the further right to receive a lump sum of $1,000 at the end of the 
tenth year; or we might say, nineteen sums of $30 and one sum 
of $1,030. To buy this bond you must discount these payments 
at some rate or other; none of the $30 payments is worth $30 
now; the $1,000 payment is not now worth $1,000. If the 
rate of discount is exactly 6 per cent., the sum of all the sums 
receivable will be just $1,000. But if the rate of discount differs 
at all from 6 per cent., then the price of the bond differs from par. 
We must then discard the idea of the $30 payments being pay- 
ments of interest. As each of these matures, if the rate of dis- 
count is 4 per cent. the $30 is partly the original discounted valuc 
and partly interest thereon at 4 per cent. 


If the rate of assured income is sufficient together with the 
insurance premiums to make good the face of each policy at 
maturity, the company is solvent, irrespective of the fact that a 
profit or a loss would be made by liquidating on the last day of 
December, in the current year. 


It is surprising that the insurance companies ever allowed 
their assets of this kind to be rated otherwise than on the basis 
of the productive rate which was established by the purchase of 
them. With their skilled mathematicians in the actuarial depart- 
ment, who have elaborately computed their chief liability, that is, 
the “reserve” necessary to be maintained, it would seem as 
though equal accuracy should have been attained on the other 
side of the balance sheet. 

Mr. John Tatlock, an eminent actuary and now president of 
the Washington Life, recently read an able and interesting paper 
on this subject, in which he pointed out this peculiarity of the 
actuaries. Presumably they have not cared to trespass on the 
province of the treasurer; but in reality the treasurer ought to be 
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enough of an actuary to handle such a problem or else call upon 
the actuarial department for its help. 

We believe that, if the question of valuation had been sub- 
mitted to a jury of professional accountants, it would have been 
worked to the proper solution. 

Mr. Tatlock considers that the market-value method, which 
has become traditional since State supervision of insurance 
was first introduced in New York and Massachusetts, was 
adopted from a false analogy with a banking concern, “ whose 
liabilities are practically immediate; it is required, from the 
nature of its business, to provide for possible liquidation within a 
short space of time. The liabilities of a life company, on the 
other hand, are provided by contract to mature over a period of a 
long term of years; the amount of liabilities requiring settlement 
within a given period, or at a given time, can be determined in 
advance with a high degree of accuracy, and good management 
can, and does provide that assets are in hand when needed, irre- 
spective of the ups and downs of market trading in such assets 
in the meantime.” 

Besides the mental confusion which Mr. Tatlock thus points 
out there is another cause. Without clearly perceiving that there 
are two separate forces at work as stated above, there was an ob- 
scure feeling that the value always fell or rose from original cost 
to par at maturity, and the conclusion was jumped at that its track 
followed the serpentine windings of market value through whose 
convolutions one could not discern the ideal curve which it would 
have followed but for the vagaries of interest-rate. 

In this last year-end when the market did not exist and 
market values had disappeared, the life companies were in a sad 
plight. Having prepared thoroughly to meet all liabilities, they 
were still in danger of insolvency on paper. Something had to be 
done. Grotesque plans were suggested; to value everything on a 
4 per cent. basis, irrespective of truth; to consider the market of 
1907 to be like that of 1906, though everyone knew it was not: to 
value all unlisted securities, not publicly quoted, ad libitum, at any 
price necessary to produce solvency. 

In spite of the remonstrances of Mr. Tatlock and Mr. M. M. 
Dawson, one of the most eccentric of these methods was adopted , 
that of averaging the thirteen valuations from December 31, 1906, 
to December 31, 1907, inclusive, adding them all together and 
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dividing the sum by thirteen. This, like all the other schemes, 
was an attempt to have a sworn valuation which pretended to be 
at the market but was not. The State superintendents who agreed 
upon this pseudo-market valuation do not yet see that the whole 
trouble arises from making market value in any way the standard; 
this it is utterly unfitted to be a standard of solvency for these 
companies. Again we say that these gentlemen, being “ states- 
men” and not mathematicians, should have consulted their 
actuaries. 

The savings banks occupy a position somewhat similar to that 
of the life companies. They are more subject to sudden liquidation, 
but this, by the law of averages, never extends beyond a small 
percentage of their total deposits ; hence to scale their assets down 
to auction prices is entirely unjust. The savings banks of this 
State, however, had taken up the subject earlier, and beginning 
about 1904 the books have been gradually transformed by most 
of them to an amortization basis. Mr. Kilburn, the former 
superintendent of banks, announced that after a reasonable time 
for preparation he should insist on the amortized values being 
given and the surplus being stated on that basis. Mr. Clark 
Williams, the present superintendent, while approving the prin- 
ciple, did not think the time opportune for a change. 

In his annual report, however, Mr. Williams has presented a 
most strikingly clear and lucid argument in favor of the scientific 
plan of valuation, and recommends “ that statutory provision be 
made for the valuation of the assets of savings banks and the 
capital investments of trust companies by amortization, and that 
profits and losses thereon be calculated on the same basis.” 

Mr. Williams further proposes to provide a precautionary 
reserve against possible loss in liquidation. He thus recognizes 
the distinction between the savings bank and the commercial bank 
on the one hand, and between the savings bank and the life insur- 
ance company on the other. The savings bank and the life com- 
pany are both investment-machines to provide for future needs: 
the former is required to pay at more irregular times, and hence 
may, under peculiar circumstances, require an extra reserve 
besides its normal surplus. 

This method of providing against possible losses, not by reduc- 
ing all assets to a lower figure, but by a proper reserve, is good 
accountancy ; and it is precisely in line with the quotation given by 
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Mr. Tatlock from Mr. Leon O. Fisher, of the Equitable: 
“Special provision should always be made for any anticipated 
losses of principal (through the insolvency of the debtor), but 
such provision should be made by creating special reserves from 
surpius, rather than by writing down the amortized cost value.” 
This dictum is strictly applicable to the accountancy of savings 
banks if we omit the words in brackets or write after them “ or 
through sales compelled by unusual demands from depositors.” 

It may be remarked that the market-value surplus rests solely 
upon tradition and that it is nowhere prescribed by law. Mr. 
Williams, we think, might very properly have enforced the invest- 
ment-value basis at this juncture. The only provision of the law 
governing his department (§124) which could be construed as a 
guide for this, would point to par as the standard and has always 
been treated as inapplicable. 

The agitation for reform in the basis of valuation of term- 
securities originated among the certified public accountants of 
New York State and our late colleagues, Charles Waldo Haskins 
and Joseph Hardcastle, were among its zealous advocates. THE 
JouRNAL has consistently advocated the scientific method and 
used its influence against the popular fallacies on the subject; 
holding: 

That the coupon is not necessarily the interest ; 

That the amount paid at maturity is not necessarily the prin- 
cipal invested ; ° 

That profits and losses cannot be made by marking property 
up and down; 

That a surplus for going on differs from a surplus for winding 
up; 

And that, in Mr. Tatlock’s language, “ the theory of valuation 
of bonds at market values is wholly at variance with the principles 
which underlie the proper conduct of the business of life insur- 
ance, and does not at any time represent the actual facts of a 
given financial situation.” 


Thomas P. Ryan. 


Public accountants throughout the United States have learned 
with profound sorrow that Thomas P. Ryan died Tuesday even- 
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ing, December 24, 1907. He was 47 years of age, having been born 
on October 18, 1860, in New York City. The interment was in 
Woodlawn Cemetery on Saturday, December 28. A service was 
held at his late home by the Elks, of which organization he was a 
member, and the remains were then brought to St. Mary’s Roman 
Catholic Church where a solemn high Requiem Mass was sung. 
Mr. Ryan’s life-long friend, the Rev. William Livingston, paid a 
tribute to the life and character of the deceased. Father Living- 
ston was assisted by Rev. John J. Fullam and Rev. Henry A. 
Curtin, deacon and subdeacon, respectively, and Edward A. 
Loehr, of St. Joseph’s Seminary, was Master of Ceremonies. 
There were present in the chancel: Rev. C. R. Corley, pastor of 
St. Mary’s; Rev. John J. Wynne, S. J., editor of the Catholic 
Encyclopedia, with which Mr. Ryan was closely identified; Rev. 
Father Neely of Rome; Rev. J. J. McNamee of Mt. St. Vincent ; 
Rev. M. J. Murray; and Rev. J. F. Kelahan. A number of the 
members of Mr. Ryan’s profession were present. The pall- 
bearers were: Elijah W. Sells, Franklin Allen, T. Cullen 
Roberts, and Adam A. Ross, Jr., members of the Executive Com- 
mittee of The American Association of Public Accountants, and 
J. R. Loomis and William F. Weiss of the New York State 
Society of Certified Public Accountants. 


Mr. Ryan was a member-at-large of The American Associa- 
tion of Public Accountants, and a member of its Board of Trus- 
tees, its Executive Committee, and its Committee on Review of 
Appropriations-Budget, and Chairman of its Committee on By- 
Laws. At the last annual meeting of the Association, held at St. 
Paul in October, 1907, he presented numerous recommendations 
for important amendments to the By-Laws, and they were unani- 
mously adopted. Mr. Ryan was also a member of the New York 
State Society of Certified Public Accountants, having been one of 
the charter members, 1897. He was elected a director during that 
year and was a director at the time of his death. On May 14, 
1906, he was elected Vice-President. He was the first chairman 
of the Committee on Complaint and always remained a member 
of that Committee, and served as a member or as Chairman on 
nearly all the important committees of the Society. Ever since 
the Society became a member of The American Association he has 
been a delegate, and was one of the conference committee 
appointed for the purpose of uniting the various accounting 
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societies. It was Mr. Ryan who was instrumental in bringing to 
the attention of the New York Bankers’ Association the desira- 
bility of inserting in the form of statement which the Association 
recommended, the query whether or not the accounts had been 
audited by a certified public accountant. Mr. Ryan was also a 
member of the Transportation Club, the Catholic Club, and the 
Fabian Union in New York City, and the City Club. 

He enjoyed to an extraordinary degree the confidence of 
his clients, not only in his integrity, but in his sagacity 
and sound business judgment. He held certificate No. 16 issued 
by the Regents of the University of the State of New York on 
April 9, 1897, for the degree of certified public accountant. 

Mr. Ryan was active in the promotion of all matters in the 
interest of the development of the profession of public account- 
ancy. He was a contributor to its literature. At the last annual 
meeting of The American Association he read a paper on “ The 
Accountant in the World of Affairs,” which appeared in this 
Journal in December. Mr. Ryan’s broad-minded attitude and 
his unselfish devotion of hours and days of labor to the interests 
of his profession won the esteem and hearty admiration of his 
associates. His death is a severe loss to the American Association. 

Mr. Ryan was married to Miss Mary Jennings on October 3, 
1889, who with their four children, Cecil, aged 16, Alice, aged 
13, Thomas, aged 11, and Ruth, aged 8, survives him. 

At a meeting of the Executive Committee of The American 
Association, held on December 30, 1907, the regular order of 
business was suspended and the following resolutions were 
adopted : 

By the untimely death of Mr. Thomas P. Ryan, on December 24, 1907, 
in his forty-seventh year, The American Association of Public Accountants 
is called to mourn the loss of an associate whose professional qualities 
won our admiration, and whose personality endeared him to our hearts. 

Be it therefore 

Resotvep, That the Executive Committee of the Association desires 
to express its appreciation of his worth as a man and colleague. His 
actions in all things were governed by the highest standard of honor and 
integrity His duties in this Association were performed with the most 
conscientious fidelity and sound judgment. His extensive experience as 
an accountant and in varied business affairs made his counsel and opinions 
of exceptional value, and added materially to the success of our association 


in the advancement as well as the protection of the interests intrusted to 
our care. In his life our esteemed friend exemplified resourcefulness in 
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counsel and debate, courtesy of manner, kindliness of disposition, and the 
helpful spirit to those less gifted than himself. We therefore record our 
heartfelt sorrow in the loss of a most faithful and zealous member of this 
Association. 

Be it further 

ReEsotvep, That to the bereaved family of Mr. Ryan our sincere sym- 
pathies are hereby tendered in their great sorrow, and as a mark of our 
esteem and regard, it is hereby 

Vorep, That these resolutions be cutered on the minutes of the Execu- 

tive Committee, and a copy suitably engrossed be sent to Mr. Ryan’s 
family. 

FRANKLIN ALLEN, New York; J. E. Srerrett, Pennsylvania; A. A. 
Ross, Jr., Pennsylvania; THos. Cutten Roserts, Secretary, New 
Jersey; H. T. WesterMANN, Treasurer, Missouri; E. W. Se tts, 
President, New York, Executive Committee. 


New York, December 30, 1907. 

At a meeting of The New York State Society of Certified 
Public Accountants held on January 13, 1908, the regular order 
of business was suspended and the following resolutions were 
adopted : 


Let us pause for a few brief moments, and count our numbers—there 
is One missing from our midst, for death has claimed a beloved friend and 
associate. Let us here record with sincere sorrow, our deep sense of loss in 
the passing from his earthly activities, of Thomas P. Ryan. Our late col- 
league had not completed the fifth decade of his life, and his matured 
experience and ripened powers seemed to hold the promise of many active 
years in our midst. But if the measure of life did not meet with the hopes 
and wishes of his friends, he lived long enough to demonstrate in a striking 
way not only his ability and disposition to render influential and enduring 
service, but, even more, the purpose of his acts was manifestly high and 
kindly. 

Evincing always a marked degree of interest in the profession, he 
served with honor and credit in whatever position he was called upon to 
fill. 

Of a genial disposition, he was ever ready with kindly wit, yet never 
lacked firmness, dignity, and moderation when in debate. 

The early demise of our esteemed colleague has brought to a close a 
useful life, but we, who remain, may obtain consolation in the sentiment, 


“ Heaven gives its favorites—early death.” 


REso_vep, That we place upon our records this minute of esteem and 
regret, and extend to the family of our deceased friend our heartfelt 
sympathy in this, their greatest loss. 

(Signed) Henry R. M. Cook, Samuet D. Patrerson, Leon BRUMMER, 
Committee, 
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New Accountancy Course in Chicago. 


It is announced that a School of Commerce is about to be organized 
in the City of Chicago through the codperation of Northwestern Univer- 
sity, the Illinois Society of Certified Public Accountants, the Chicago 
Chapter of the American Institute of Banking, and certain public spirited 
citizens. It is proposed to open the School in October, 1908, in the 
Northwestern University Building at the corner of Lake and Dearborn 
Streets, for evening courses in Finance, Accountancy, Auditing, Commer- 
cial Law, Economics, and other commercial subjects. 

The purpose of this School of Commerce will be to train men who 
are already engaged in active business during the day, but who feel the 
need of more extensive preparation, especially with the expectation of 
taking the state examination for Certified Public Accountants, or the 
examination for the certificate of the American Institute of Banking. 
The School will attempt first to supply these most pressing needs. The 
courses will meet every Monday to Thursday evenings, inclusive, from 
7.30 to 9.30, from October until June, and the tuition fee will not exceed 
$75.00 for the four courses throughout the year. 

So many men have expressed a desire to take up work of this nature 
during the present year, that a course in finance was organized in October 
and is now under way with thirty-five registrations. The course is being 
given by Professor Earl Dean Howard of Northwestern University, and 
meets on Thursday evenings at 7.30 in Hurd Hall, Northwestern Uni- 
versity Building. This course was especially prepared for bank and 
brokers’ employees, and includes instruction in the principles of Money, 
Credit, Banking, Corporation Finance, etc. ‘ 

So many inquiries have been made concerning instruction in Account- 
ing that arrangements have been made with Mr. Seymour Walton, 
C. P. A. of the firm of Buchanan, Walton, Joplin & Company, who will 
conduct a course of thirty-six evenings of two hours each, meeting on 
Wednesdays and Fridays, from 7.30 to 9.30, beginning January 8, 1908. 
This will be the equivalent of three terms of twelve weeks each of the 
regular course. Mr. Walton will be assisted in this course by Professor 
Earl Dean Howard of Northwestern University. The students will re- 
ceive mimeographed lecture notes similar to those of the course in 
Finance. 

The only requirement for admission to this course is a knowledge of 
elementary bookkeeping, together with practical experience in bookkeep- 
ing. The work will include the practice and theory of accounts, with 
special view to preparing the students for the C. P. A. examination. 
The amount of ground which can be covered in the thirty-six evenings 
will depend upon the students themselves. The tuition fee for this 
course will be $30, payable in three installments of $10 each. This will 
include the mimeographed lecture notes mentioned above. A student 
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who successfully completes this course will be entitled to credit in the 
proposed School of Commerce. Those who contemplate taking up the 
three-year course in the School of Commerce will do well to begin the 
work this year, thus reducing the number of evenings which must be 
spent upon it from four to three next year. Further information regard- 
ing either the course in Finance or the course in Accounting may be had 
by correspondence or preferably by calling in person upon Mr. Walton 
at his office, or upon Professor Earl Dean Howard on Thursday evenings, 
at the Northwestern University Building, or at Northwestern University, 
Evanston, Illinois. 
Illinois. 

The Illinois Society of Certified Public Accountants held a largely 
attended meeting at the Chicago Athletic Club on November 26th. The 
guests of honor at the dinner and meeting were Professor Earl Dean 
Howard of Northwestern University and Professor Trevor Arnett of the 
University of Chicago. The subject for discussion was the growing 
demand for a business education on the part of the Chicago public and 
the manner in which the Illinois Society could meet that demand. Great 
interest was manifested in the discussion and in the plans outlined by the 
two professors, and there is no doubt that the result will be the establish- 
ment of a School of Commerce and Finance in Chicago that will compare 
favorably with those in the East. 

The Illinois Society is rapidly adding to its membership and is look- 
ing forward to great activity in educating the public in a proper knowl- 
edge of the Certified Public Accountant and the establishment of the 
title of C. P. A. as the mark of excellence in this country. 

A class of nine men applied for examination for the C. P. A. degree 
at the meeting of the Examining Board on December 2d. 


New York Board of Examiners. 


The following Board of C. P. A. Examiners was appointed December 
21, 1907: Thomas Bird Dixcy, of Loomis, Conant & Co.; Duncan Mac- 
Innes; Henry A. Niles, of Niles & Niles. Mr. Dixcy is president, and 
Mr. MacInnes secretary. 





Mr. H. C. Whitehead, one of the best known railway accountants in 
the country, has resigned his position as consulting auditor of the 
Atchison, Topeka and Santa Fé System, and proposes in the near future 
to engage in business in Chicago as a public accountant and consulting 
auditor. Mr. Whitehead has been in the railway service for thirty-five 
years and has been connected with the Atchison for twenty-seven years. 
He was appointed General Auditor of the Santa Fé System in 1896 and 
was made Consulting Auditor in 1905. Mr. Whitehead has been a member 
of the Association of Railway Accountants since its existence, having 
served as its president for one term. He is widely known among public 
accountants and will receive a cordial welcome in the profession. Mr. 
Whitehead is the author of a small treatise on Railway Accounts, pub- 
lished by the New York University School of Commerce, Accounts and 
Finance, and is now preparing a comprehensive volume on the subject. 
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Book Department. 


PRACTICAL AUDITING. A Working Manual for Auditors, by George B. 
Renn, Chicago, Ill. 1907, Second Edition, Price $3.00. 


This manual deserves the title it bears, as details or exposition of 
principles are avoided. In his preface to the first edition the author 
states : 

“The purpose of this manual is, therefore, to set forth minutely the 
details to be pursued in making a. commercial audit, and to indicate in 
proper order the procedure to be followed.” 

Indeed the manual does set forth minutely the steps by which an 
audit should proceed. A manual that in giving special instructions 
begins, “ Select a well lighted location to work in, and reserve to your- 
self ample space for handling the books and papers,” indicates the 
thoroughness of the author. 

The book is divided into three parts. Part I contains “ General Con- 
sideration of Principles and Methods.” A prominent feature of this 
part is the Controlling Account. The author gives here illustrations 
how to verify the debit or credit balances of personal accounts on the 
Trial Balance, with the Accounts Receivable or Accounts Payable Con- 
trolling Accounts. Part II is a “Description in complete detail of the 
method of conducting a commercial audit, arranged to indicate in proper 
order the successive steps of procedure,” and concludes with an auditor’s 
report made out in standard form. a 

In this part there is also given the form of an auditor’s certificate. 
Part III contains instructions for special audits. 

While the book lacks one or two details, such as a form for the 
analysis of accounts, or a form for reconciling bank balances, both of 
which would be desirable in a manual of this kind, yet it is an inesti- 
mable addition to accountancy literature of benefit to the accountant 
student or inexperienced auditor. 

The contents of the book may be summed up in the words: “ It tells 
precisely how to make a commercial audit.” 


Leo GREENDLINGER. 


MONEY AND INVESTMENTS: A reference book for the use of those 
desiring information in the handling of money or the investment 
thereof, by Montgomery Rollins. Pages 436. Boston: Dana Estes 
& Co. London: Gay & Bird. 1907. Price $3.00. 


The title and sub-title of this book do not clearly indicate its character. 
It is really a financial encyclopedia and is a remarkably good one. The 
author’s viewpoint is indicated from the following sentences from the 
foreword: “It has long been my belief that there is need of some publi- 
cation in which a mere beginner in the handling of money may seek for 
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assistance in unraveling the mysteries in the expressions of Wall and 
State Streets, and giving in concise form such instruction as above stated.” 
With this thought in mind Mr. Rollins undertakes to explain all varieties 
of the Street jargon. The amateur will find here a fairly complete voca- 
bulary of Wall Street, including the formal and proper phrases as well as 
slang. For instance, running over the book at random we find explana- 
tions of such expressions as the following: The Bank of England State- 
ment, big Katy, bill broker, bills payable, blanket mortgage, board man, 
ex-rights, flat finance bill, short sale, contango, etc., etc. Such a book 
cannot be reviewed in detail. We have, however, examined enough 
definitions to feel convinced that Mr. Rollins has done his task with a 
great deal of intelligence and fidelity. It will be of value to a good many 
people who do not think themselves amateurs, for much of the infor- 
mation it contains is only fairly well known to the average man in the 
Street. 


THE FUTURE IN AMERICA. By H. G. Wells. Harpers, 1906. 259 Pages. 
Price, $2.00, net. 


Within a short time Americans have been favored with criticisms from 
three noted authors, Professor Miinsterberg, Mr. Henry James, and Mr. 
H. G. Wells. The different points of view assumed by the Gerntan, ex- 
American and English critics are not among the least interesting and 
instructive lessons to the American reader. Suffice it to say, however, that 
Mr. Wells does not think it necessary to remind Americans of their “ good 
points.” He recognizes in us enough of that inherited characteristic of 
self-complacency to obviate the necessity of any flattering allusions. It is 
not surprising that the Englishman considers it rather an impertinence 
on the part of America to enter as a competitor into that field of insularity 
which he has held so long as a monopoly. Although there are few compli- 
mentary statements, nevertheless the book itself is a high compliment to 
American intelligence. Mr. Wells does not follow the established Euro- 
pean practice of shaping a compliment comprised of fine phrases for the 
American ear, and a quiet wink for his own compatriots. But then, deal- 
ing in cultured subtleties is the English substitute for a joke! We can 
thank Mr. Wells for presenting unpleasant truths to us as he sees them 
and as we ought to see them, if we expect to fulfill the destiny we have so 
confidently proclaimed. In what direction these faults lie as seen by the 
author is suggested by the chapters on “ Corruption,” “Some Aspects of 
American Wealth,” “The Immigrant,” “State Blindness,” “Two 
Studies in Disappointment,” “The Tragedy of Color.” 

The book ought to be read by every business man. The subject 
matter, although varied, is all shaped to the theme embodied in the para- 
gtaph on political corruption. “It seems to me that the political corrup- 
tion that still plays so large a part in the American problem is a natural 
and necessary underside to a purely middle class organization of society 
for business. Nobody is left over to watch the politician.” Mr. Wells has 
adopted a popular style of writing, but not at the sacrifice of subject 
matter. 
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Every page bristles with epigrams, of which style Mr. Wells is a 
master. Thus he characterizes the individualist’s Utopia, “ A commercial 
life in a world of economic angels and magic justice.” “In reality,” he 
continues, “value is a dream, and the commercial ideal is to buy from 
the needy, sell to the urgent need, and get all that can possibly be got out 
of every transaction. To do anything else isn’t business—it’s some other 
sort of game.” Police graft arises from holding that “ A position of trust 
is a position of advantage, and deserves a percentage.” The “ thickening 
atmosphere of private enterprise is developing something which is not 
stealing, but, nevertheless, the automatic cash-register becomes more and 
more of a necessity.” “ But there is one word I find all too frequently in 
the American papers, and that is ‘stealing.’ They come near calling any 
profitable, rather unfair bargain with the public a ‘steal.’ It’s the common 
journalistic vice here always to overstate. Every land has its criminals, 
no doubt, but the American, I am convinced, is the last man in the world 
to steal. Nor does he tell you lies to your face, except in the way of busi- 
ness. He’s not that sort of a man. Nor does he sneak bad money into 
your confiding hand. Nor ask a higher price than he means to accept. 
Nor cheat on exchange. For all the frequency of ‘graft’ and ‘stealing’ 
in the press head-lines, I feel the American is pretty distinctly less 
‘mean’ than many Europeans in these respects, and much more dis- 
posed to be ashamed of meanness.” “ But he certainly has an ethical sys- 
tem of a highly commercial type. If he isn’t dishonest he’s commercialized. 
He lives to get, to come out of every transaction with more than he gave.” 

One is tempted to go on indefinitely quoting from this interesting book. 
The following will perhaps indicate the lesson the author would point: 
“ The greatest work which the coming century has to do in this country 
is to build up an aristocracy of thought and feeling which shall hold its 
own against the aristocracy of mercantilism.” . L. G. 
GILBRETH’S FIELD SYSTEM. The Myron C. Clark Publishing Company 

New York. 1908. Pages 194. Price $3.00. 


The book gives in detail the system, including general orders and 
forms, which is in use by a large contractor. The contractor has gone on 
the principle of putting everything into writing, and has finally worked 
out a code of rules under which his employees work with the precision 
and discipline of a well-drilled army. The book, in fact, is somewhat 
similar in many respects to the army regulations. It contains among 
other things a fairly complete description of the loose leaf accounting sys- 
tem which the contractor employs. Accountants who have to deal with 
large firms with plants in many localities will find the book well worth a 
careful study. 





C. P. A. Question Department. 


Conpuctep By Lreo GREENDLINGER, B. C. S. 


The first of the two following problems is question 1-2 in Practical 
Accounting, set by the University of the State of New York at the June, 
1907, examination. The second is the first afternoon question in Prac- 
tical Accounting set by the same State Board at the October, 1907, 
examination. Both problems are solved at the request of subscribers of 
Tue JourNnaL, by W. H. Dennis, B. C. S., C. P. A., Professor of the 
Principles and Practice of Accounting in the New York University 
School of Commerce, Accounts and Finance. Question 1-2 of the June, 
1907, examination is also solved, additionally, by one of the leading 
certified public accountants of this State, showing the different forms in 
which the questions can be answered, according to the view taken. 


_ QUESTION 1-2 (June, 1907). 


The books of a manufacturing concern, operating under a system of 
cost accounts, show the following conditions at the opening of the fiscal 
year: Raw materials in storeroom, $15,621.42; factory pay roll, applied 
and distributed but not paid, 2 days, $831.78; partly manufactured goods, 
at prime cost, $63,888.44; and the further value of $8,037.17, to cover fac- 
tory burden, also $12,074.92 to cover management charges; finished wares 
in stock at total cost of $21,656.01. 

The financial operations during the ensuing year include: purchases 
of raw materials, $80,416.45; factory pay rolls, $125,793.90; factory 
expense including wages not applied to cost accounts, $24,846; manage- 
ment expenses, $38,100; interest paid on loans, $1,200; income from 
investments $5,004. 

The manufacturing operations during the same year comprehend: 
raw materials issued on requisition for consumption, $79,820.34; wages 
applied and distributed to manufacturing cost, $120,250.40, and to factory 
expenses, $5,959.39 included in the sum stated in preceding paragraph. 

Finished goods transferred from factory to warerooms, at prime 
cost, covering materials, $78,542.58, and labor, $118,333.75. The trading 
operations during the same year comprehend: cost of goods sold, $251,- 
949.90; proceeds from goods sold, $302,339.88. 

At the close of the year ‘the partly completed goods included, in 
addition to prime cost, the further elements of value to cover factory and 
management expenses in the amounts respectively of $8,439.02, and 
$12,676.66, and factory pay roll for three days amounting to $1,247.67, 
which has been applied and distributed, though not due till the close of 
the current work. 

The basis of the apportionment On Cost or Overhead Charges was as 
follows: factory expense 20% to materials and 80% to labor; manage- 
ment expenses 30% to materials and 70% to labor. 

The transactions of the previous year in round amounts were used in 
calculating the current year’s apportionments, viz: Materials, $75,000; 
labor, $115,000; factory expense, $24,000; management expense, $36,000. 

Open the general ledger accounts that control the cost accounts; show 
the operation of each and the net profits resulting; also calculate the per- 
centage to be added to each $1 of material and of labor to give the total 
cost. 257 
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The Journal of Accountancy. 


Manufacturing operations during the year: 
Raw Material issued on requisitions $79,820.34 
Labor applied and distributed to M’f’g. Cost... 120,250.40 


Year’s charge to Prime Cost $200,070,74 


Overhead charges during the year: 
Factory Expense $24,846.00 
Management Expense 38,100.00 








Year’s Overhead charges $62,946.00 
62,946 
=31.46187% percentage to be added to prime cost to 
200,070.74 make cost of production. 
Finished Goods during the year at prime cost: 
Raw Material $78,542.58 
118,333-75 $196,876.33 


196,876.33 


=98.40336% percentage of year’s prime cost used in 
200,070.74 finished goods during year. 

Therefore, 
$24,846.00 x 98. 40336% =24,449.30=Factory Expense, and 


$38,100.00 x 98. 40336% =37,491.68 = Management Expense. 


Proof: $196,876.33 X 31.46187% =61,940.98, 
and 24,449.30+37.491.68 also =61,940.98. 
Hence, 31 .46187% is to be added to each dollar of Labor and Material. 


SOLUTION II. 


Assuming that the manufacturing account is intended to be exactly 
balanced by the credits of product finished and final inventory, the 
accounts would be stated as below. The relation between prime cost and 
expenses cannot be proved for either product finished or final inventory. 
The product was presumably partly made in the previous year when other 
percentages for indirect expenses may have been used. The prime cost of 
the final inventory is not ascertainable separately for materials and labor, 
and the proportion of each affects the indirect expenses chargeable on 
the basis given. The figures used for factory expense and management 
expense in the product finished are therefore merely those which are 
found to be uninventoried, and therefore presumably previously dealt with 
in crediting product finished. 

If in the final paragraph, “calculate the percentages to be added” 
means on the basis of the figures in the two preceding paragraphs, the 
percentages are 20.8 to materials and 38.609 (approx.) to labor. 
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C. P. A. Question Department. 


QUESTION I (October, 1907). 


An issue of $250,000 fifty year bonds, dated July 1, 1904, is redeemable 
by a Sinking Fund into which annual cash installments are to be paid by 
deposit of funds in a Trust Company which allows interest at the rate of 
2% per annum, credited January 1 and July 1. Separate books are to be 
kept solely for recording the sinking fund operations. The fund so 
created is to be invested in interest-bearing securities, and the income 
therefrom is to be applied to the reduction of the succeeding annual 
installments. 

On July 1, 1905, ,the first installment of $5,000 was paid into the fund, 
and on the same day the following investments therefor were made: 

Two 5% bonds of $1,000 each, April 1 and October 1, at par and 
accrued interest. 

Two 6% bonds of $1,000 each, May 1 and November 1, at $110 and 
accrued interest. 

On July 1, 1906, the second installment was duly deposited to the 
credit of the fund, and on the same day the 5% bonds purchased in the 
previous year were sold at 101 and accrued interest, and other invest- 
ments were purchased as follows: 

Two 6% bonds of the same issue as those purchased in the previous 
year at 105 and accrued interest. 

Five 4% bonds of $1,000 each, February 1 and August 1, at 98 and 
accrued interest. 

The income from all investments was regularly received and de- 
posited, and the value of the 6% bonds purchased in 1905 was written 
down to conform to the value of the bonds of the same issue purchased 
in 1906 at the time of said latter purchase. 

Frame journal entries and write up the Sinking Fund ledger accounts 
showing the amount of the cash installments, payable on July 1, 1906, 
and July r, 1907, and the status of the Sinking Fund at said dates. 


SOLUTION. 
Trust DEPARTMENT. 
Journal. 


July 1, 1905. 
Sinking Fund Cash 
$5,000 deposited with 
Banking Department. 
To Sinking Fund 
First deposit to create 
the fund. 
Sinking Fund Securities 
2—5% bonds purchased 
at 100 $2,000 
2—6% bonds purchased 


To Sinking Fund Cash 
Check drawn on banking 
department in payment 
of bonds purchased. 
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Sinking Fund Income 
Interest accrued, 
due on bonds purchased, 
2—5% April 1 to July 1 
$25.00 
2—6% May 1 to july I 


To Sinking Fund Income 
Cash Reserve to be de- 
ducted from first income 
cash received. 
October 1, 1905. 
Sinking Fund Income Cash 
Cash received from in- 
come. 
November 1, 1905. 
Sinking Fund Income Cash 
Cash received from in- 
come. 
To Sinking Fund Income 
Six months’ interest on 
2—6% bonds. 
January I, 1906. 
Sinking Fund Income Cash 
Interest credited by the 
banking department to 
the cash account 
To Sinking Fund Income 
2% interest on deposits, 
allowed by the banking 
department. 
April 1, 1906. 
Sinking Fund Income Cash 
To Sinking Fund Income 
Six months’ interest re- 
ceived on 2—5% bonds. 


Sinking Fund Income Cash 
To Sinking Fund Income 
Six months’ interest on 
2—6% bonds 


Sinking Fund Income Cash 
To Sinking Fund Income 
2% interest on deposit 
balances, credited by the 
banking department to 


Sinking Fund Income 
To Sinking Fund 
Balance of income 
transferred to principal. 


$192.22 
To Sinking Fund Income Cash. 
Balance transferred 
from income to prin- 


Sinking Fund Cash 


Sinking Fund Cash 
To Sinking Fund 
Second installment 
redemption fund, viz: 
supposed installment, 
$5,000.00, less income 
balance, $192.22. 
Sinking Fund Cash 
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To Sinking Fund Securities 
Sale of two 5% bonds 
at 101 and interest. 
Sinking Fund profit of 
1% on above sale 

Sinking Fund Income Cash 

To Sinking Fund Income 
Three months’ accrued 
interest on 2—5% bonds, 
sold April to July 1st. 


To Sinking Fund Cash 
Purchase of 2—6 
bonds at 105, $2,100, 
5—4% bonds at. 98, 


Sinking Fund Securities 


IC gh i hms SEs SO eR TEE GR dt 
? Fs ome 5 hi <A EOE SP 4 pe Pa 


Sinking Fund Income 
To Sinking Fund Income 
Cash 
Two months’ accrued 
interest (May-July) on 
6% bonds, $20.00. 
Five months’ accrued in- 
terest (February-July) 
on 4% bonds, $83.30 
August 1, 1906. 
Sinking Fund Income Cash 
To Sinking Fund Income 
Six months’ interest col- 
lected on 5—4% bonds. 
November 1, 1906. 
Sinking Fund Income Cash 
To Sinking Fund Income 
Six months’ interest col- 
lected on 4—6% bonds. 
January 1, 1907. 
Fund Income Cash 
To Sinking Fund Income 
2% interest on deposit 
balance allowed by 
banking department. 
Sinking Fund Income Cash 
To Sinking Fund Income 
February 1, 1907, interest 
5—4% bonds, $100, May 
I, 1907, interest on 
4—6% bonds, $120. 
July 1, 1907. 
Sinking 
To Sinking Fund Securities 
Writing down two 
bonds from 110 to 105. 
Sinking Fund Income Cash 
To Sinking Fund Income 
Interest on deposit bal- 
ances at 2%. 


To Sinking Fund 
Transfer of income bal- 


Sinking Fund Income 


Sinking Fund Cash 
To Sinking Fund Income 
Transfer of cash _bal- 
ance funds. 


To Sinking Fund 
Third installment, 
$5,000.00, less income 
balance, $381.32. 
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Sinking Fund Cash 
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COMMENTS. 


With all due respect to the New York State Board of Accountancy 
for setting a high professional standard for C. P. A. examinations, one 
cannot help speaking a few words in favor of the accountant student. 

A perusal of Bulletin 15, June, 1903 (C. P. A. Syllabus), of the Uni- 
versity of the State of New York will reveal the fact that the syllabus 
calls for Manufacturing Accounts and not Cost Accounts. It reads: 
“ Accounts to indicate causes of loss by a firm whose sales and cost 
calculations indicated a profit. Manufacturing and Loss 
and Gain Accounts, and Balance-Sheet,” etc. Reading this paragraph in 
the syllabus the candidate for the C. P. A. degree certainly does not 
expect to be surprised with such a problem as Question 1-2, especially 
when on page 240 of the above mentioned syllabus it is stated that the 
outline of the latter is also “to serve as a limitation to those who 
prepare the questions.” 

It is true that Cost Accounting is becoming a prominent feature of 
the accounting profession, yet this is no reason why the accountant 
student should not find at the C. P. A. examinations what he expects to 
find according to the C. P. A. syllabus or else have the latter revised. 

With regard to Question 1 (October, 1907), one can hardly tell under 
what section of the subject of Practical Accounting this would come. 
Surely not under that of “accounts involving bonds and other securi- 
ties,” as the syllabus does not disclose in the least the stress put by the 
State Board in this given problem, the solution to which, to be accurate, 
and this the Board certainly requires, would take three or four hours’ 
work by the experienced practitioner. How then shall the candidate 
solve it in much less time? 

With regard to the solutions it will be noticed that although the final 
results in both cases (Solutions I and II) are the same, each solution 
showing a net profit of $54,193.98, yet in the presentation of the solutions 
as well as in the technique there is no doubt that Solution I is clearer. 
The answer in the latter, relating to the percentage to be calculated and 
added to each $1 of material and labor to give total cost, appeals to us 
more than the percentages arrived at in Solution II. At least in Solution 
1, proof is furnished for the given answer. 

The Closing Statement as given in Solution II, is superfluous. In the 
first place the question does not call for it, and, secondly, the assumption 
that the capital at the beginning consisted of the inventories only, as given 
in Paragraph I of the question, is quite strained. 

The attention of the reader is also called to the fact that in Solution I, 
Factory Expense Account has $24,444.15 and Management Expense 
Account $37,496.26, while according to percentages shown the respective 
accounts should have $24,449.30 and $37,491.60. The latter figures are more 
correct, but the problem requires us to use the former, hence the 
difference. 

With regard to the solution of the second problem (October, 1907), 
each item there is so explicit that one would not feel justified in using 
unnecessarily for comments the valuable space of Tut JourNnat. 
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